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MEMORANDUM TO THE DOCKET FOR THE NPRM FOR SECURITY OF CHECKED
BAGGAGE ON FLIGHTS WITHIN THE UNITED STATES (Docket No. FAA-1999-
5536)

The purpose of this memorandum is to explain the differences between the original
version and the revised version of the full regulatory impact analysis (RIA) for the CAPS

NPRM. The differences are as follows:

« On pages 74 and 75 of the original version of the of the RIA, Section C:
Estimates of Future Costs of Compliance of the Federal Mandate, the words
“in 1998 dollars” and “$284 million per year” were inserted in lieu of the words
“in 1997 dollars” and “$234 million per year. These changes appear on page
68 of the revised version of the RIA. The original numbers ($234 and 1997)
were typographical errors.

. There have been other minor editorial changes made to this document.
These changes were made to correct some grammatical errors or to improve
the readability of the document.

Archie Muckle, Jr.
U.S. DOT, FAA, APO-310
May 1999
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EXECUTI VE SUMVARY

This draft regulatory inpact analysis (RIA) exam nes the costs
and benefits of an amendment to 14 CFR part 108 that woul d
require air carriers, when operating flights within the United
States with airplanes having a passenger seating configuration of
more than 60 seats, to screen the checked baggage of passengers.
The screening of checked baggage on domestic flights is intended
to prevent or deter the introduction of explosives or incendiary
devices into the cargo holds of airplanes. This proposal is
necessary to provide a significantly higher level of security for
donestic civil aviation in response to an increasing potential of
terrorist acts.

The proposed rule may inpose costs estinmated at maxi mumto be
$2.8 billion ($2.0 billion, discounted) over the next 10 years.
These costs would be nore than offset if they avoid a substantia
number of fatalities by preventing several Oass | Explosions on
board aircraft (incidents that involve the |loss of an entire
aircraft and incur a |large nunber of fatalities) in the United
States over the next 10 years. Actual costs inposed by the
proposed rule nay be less than the maxi mumestinate if airlines
are able to inplement |ess costly procedures than those enpl oyed
by sonme in the |ive baggage nmatching tests and to the extent that
tenporary, energency security neasures would endure in the
absence of the proposed rule.

The proposed rule would inpose a significant econonmic inmpact on a
substantial number of small entities. In terns of internationa
trade, the proposed rule would neither inpose a conpetitive trade
di sadvantage to U S. air carriers operating domestically nor to
foreign air carriers deplaning or enplaning passengers within the
United States. In terns of the unfunded mandates act, the
proposed rule would i npose a Federal mandate of greater than $100
mllion per year on the private sector. O all of the
alternatives examned in this assessnent of the Act and the

anal ysis of alternatives section of the RIA the proposed rule



provi des the |argest

net benefit.



I. | NTRODUCTI ON

This draft regulatory inpact analysis (RIA) exami nes the costs
and benefits of an anendment to 14 CFR part 108 that woul d
require holders of air carrier operating certificates engaging
in schedul ed passenger operations to screen the checked baggage
of passengers on flights within the United States, when
conducting operations using an airplane having a passenger
seating configuration of nore than 60 seats. The screening of
checked baggage on domestic flights nmay be acconplished by
screening the checked baggage of every passenger with an FAA-
certified explosives detection system (EDS) equi pment, by using
100% posi tive passenger baggage natching procedures, or by
utilizing an FAA-approved Conputer Assisted Passenger Screening
(CAPS) systemfor profiling airline passengers and screening the
"sel ectees” checked baggage by EDS equi pnent, where avail abl e,
or by enpl oyi ng passenger baggage matchi ng procedures.

The screening of checked baggage requirenents of the proposed
rule is intended to prevent or deter the introduction of
expl osi ves or incendiary devices into the cargo hol ds of
airplanes on flights within the United States. This proposal is
necessary to provide a significantly higher level of security
for domestic civil aviation.

1. BACKGROUND
A. The Probl em

Over the past several years, the Federal Aviation Administration
(FAA) has recogni zed that the threat against civil aviation is
changing and growing. Terrorist and crimnal activities within
the United States have forced the FAA and other federal agencies
to reeval uate the donmestic threat against civil aviation. For
exanple, investigations into the February 1993 attack on the
Wrld Trade Center (WIC) uncovered a foreign terrorist threat in
the U.S. nore serious than previously known. In addition, in
1995 a conspiracy was discovered involving Ranzi Ahned Yousef




and co-conspirators opposing U S. foreign policies in the Mddle
East who intended to bonb twelve Anerican airliners over the
Pacific Ccean. This conspiracy showed that: (1) foreign
terrorists have the ability to operate in the U.S.; (2) foreign
terrorists conducting future attacks in the U S. my choose
civil aviation as a target; and (3) foreign terrorists are
capable of building and artfully concealing inprovised explosive
devi ces that pose a serious challenge to aviation security.

In addition to the potential for foreign terrorist groups to
target flights within the United States, the 1995 bonbi ng by
Ti mot hy Mcveigh, of a federal office building in Cklahoma City,
&kl ahoma, point out the presence of domestic terrorist groups.
QG her acts of donestic terrorism such as the follow ng,
indicate the magnitude of the threats against civil aviation:

e The 1979 partial detonation of a bonb aboard American
Airlines flight 444 en route from Chicago to Washi ngton,
DC, which was attributed to Theodore Kaczynski (known as
"t he Unabomber”) .

e The crash of Pacific Southwest Airlines flight 1771 in
1987 after a recently fired enpl oyee boarded the
ai rplane and shot his forner supervisor and the flight
crew, which led to the crash that killed everyone
aboar d,

o« A 1995 threat (which did not materialize) from Theodore
Kaczynski to blow up an aircraft departing Los Angel es
International Airport within a six-day period.

The serious consequences of an in-flight explosion was
dramatical ly denonstrated on July 17, 1996, when Trans World
Airlines (TWA) flight 800 crashed off the coast of Long Island,
New York. Wiile the Federal Bureau of I|nvestigation (FBlI) and
the National Transportation Safety Board (NTSB) determ ned that
this accident was not the result of a terrorist act, it did

el evate concerns regardi ng donmestic civil aviation security.
This concern led to the formation of the Wiite House Conm ssion




on Aviation Safety and Security (henceforth, referred to as "The
Conmi ssion") .

The Conmmi ssion made several recommendations that were published
on February 12, 1997, in its "Final Report to President
Cinton." After reviewing civil aviation security, the

Conmi ssion stated that "the threat of terrorismis changing..it
is no longer just an overseas threat fromforeign terrorists.
Peopl e and places in the United States have joined the |ist of
targets, and Americans have joined the ranks of terrorists.”
Therefore, the Comm ssion recomrended the screening or baggage
mat chi ng of passenger checked baggage on domestic flights.

The Conmi ssion recommended that one of the steps that shoul d be
taken to inprove airline passenger security is the

i mpl ementation by the FAA of a conputerized systemfor profiling
airline passengers flying out of airports located in the United
States.  The purpose of automated profiling is to narrow the
field of persons to whom hei ghtened security neasures should be
applied. Accordingly, the proposed rule for automated profiling
woul d identify the small percentage of air travelers who woul d
merit additional attention, and it would exclude fromthe
additional security measures the great majority of passengers
who are very unlikely to present any risk. The Conmi ssion
specifically endorsed the CAPS system devel oped jointly by the
FAA and Northwest Airlines. The Comm ssion recommended that the
FAA inplenent the automated profiling system by Decenber 31,

1997. That recommendati on was |inked by the Commission to its
reconmendation that the FAA begin inplenentation of passenger
baggage matching for domestic flights. Passenger baggage

mat chi ng invol ves nmatching the passengers who have boarded the
airplane to the baggage that was checked for carriage in the
airplane's baggage conpartment. Thus, under this procedure, a
passenger's checked baggage is flown only if he or she has
boarded the airplane. Passenger baggage matching is designed to
reduce the vulnerability of aircraft to explosives introduced in




checked baggage. The Conmission stated that it "believes
profiling is one part of a conprehensive, |ayered security
progrant aimed at keeping bombs and expl osive devices off
airlines; passenger baggage matching is another conponent.

B. The Proposed Rul e

This proposed rule, if adopted, would anend 14 CFR part 108 to
require each certificate holder that is required under §108.5 to
adopt and inplenent the FAA-approved security program for each
schedul ed passenger operation to do the foll ow ng:

. establish an FAA-approved CAPS system (or programnm for
eval uating each originating passenger checking
baggage

. establish procedures to determine that the passenger
associated with each originating checked bag is aboard
the flight; or

. screen each originating bag not natched to a passenger
aboard the flight by FAA-certified EDS equi pnent.

These requirenents would only be inposed on certificate hol ders
that engage in schedul ed operations with an airplane having a
passenger-seating configuration of nore than 60 seats.
Certificate holders that are engaged in operations with an

airpl ane having a passenger seating configuration of 60 or fewer
seats may choose to conply with this requirement but they nust
adopt and inplement a conplete security programto do so.

For those certificate holders that inplement an FAA-approved CAPS
system the small percentage of passengers for whom the CAPS
system has identified as requiring heightened security neasures
woul d be designated as sel ectees and their checked baggage woul d
be subjected to additional security measures. To further enhance
the deterrence value of the system the CAPS system woul d be
required to also randomy select a small percentage of other
passengers (the percentages will be specified in each air
carrier's standard security programj. The randomy selected
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group's checked baggage woul d al so be subject to the same types
of additional security measures as the profiled selectees. These
hei ght ened security measures woul d include passenger baggage

mat ching or EDS (where available). The Departnent of Justice has
reviewed the FAA's proposed CAPS system and found there to be no
infringenents on civil liberties.

1. MAJOR ASSUMPTI ONS AND DEFI NI TI ONS

To facilitate this regulatory inpact analysis (RIA), the

foll owi ng general assunptions and definitions have been enpl oyed,
Wi th nore specific assunptions and definitions referred to those
areas for which they apply:

A. Maj or Assunptions

1. The proposed rule is expected to be published in cal endar
year 1999.

2. The tinme horizon for this regulatory inpact analysis is 10
years, 2000 to 2009.

3. Unless otherwi se referenced, the source of all the data used
in this analysis is the Departnent of Transportation, Federa
Avi ation Admnistration, Ofice of Policy and Plans, Qperations
Regul atory Anal ysis Branch (APOG 310).

4. Al nonetary val ues are expressed in 1998 doll ars. Present
val ue estinmates are calculated by discounting the nonetary
val ues using a 7 percent interest rate over the |o-year period.

5. The group of operators potentially affected in this analysis
Is part 108 scheduled air carriers operating airplanes with 61
or nore passenger seats.

6. In this analysis, all cost estimtes for passenger baggage
mat ching are based on information received from SABRE Deci si on
Technol ogi es Group, South Lake, Texas (henceforth, referred to
as “SABRE”).

7. Inthis RIA the term "D scounted" refers to "Net Present
Val ue".

7. This RIA has estimated the costs of the proposed rule by
exam ning the increnental changes fromthe existing Ar




Carrier Security regulations rather than from procedures
required by emergency, tenporary security regulations?

B. Definitions
1. M ssed-connection represents a connecting passenger that is a

no-show for a flight due to the delayed arrival of their inbound
flight.

2. Baggage Reconciliation represents the process of identifying
baggage and verifying that it can be |oaded onto the aircraft.

3. Passenger Profiling represents the process of selecting
passengers that nay 1npose a threat to civil aviation security.
Air carriers take additional security measures (with nore than
60 passenger seats) in the formof tracking their checked
baggage fromorigin to destination. |f the targeted passengers
fail to board their respective flights, their baggage woul d be
pul led and set aside, as part of the bag-to-passenger screening
process.

4. Bag-to-Passenger. This process occurs for every bag subject
to baggage nmatching that is to be |oaded on the aircraft,
whereby the air carrier nust verify that there is an associ ated
passenger on the passenger list. [|f a bag cannot be matched
with a passenger on the list, the bag is set aside unti
verification is nade.

5. Major air carriers (“majors”) are defined those that generate
annual operating revenues of nore than $1,000,000,000 plus.

6. National air carriers ("nationals") are defined those that
generate annual operating revenues of $100,000,000 tO
$1,000,000,000.

7. Large Regional air carriers ("Large Regionals") are defined
those that generate annual operating revenues of $20,000,000 to
$99,999,999.

8. Medium Regionals air carriers ("Medium Regionals”) are
defined as those that generate annual operating revenues of $0
to $19,999,999.

! On occasion, the FAA establishes security nmeasures on an emergency basis, typically
through linmted duration Security Directives (issued under 14 CFR 108.18) to respond to
specific or assessed threats. For the past several years air carriers have been applying
a manual passenger profile screening system baggage matching passengers selected in npst
cases. At the time it was instituted, immediate inplenentation was deenmed necessary to
counter the then-prevailing security threat. These contingency neasures are not permanent
rules. Accordingly, FAA's RIA reflects the costs of instituting security measures beyond
those required by pernanent rules. To the extent that energency security neasures would
continue to be inplemented regardl ess of whether permanent regulations were issued, the
cost of the proposed rule would be |ower than estimted herein.
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V. ANALYSI S OF COSTS AND BENEFI TS
A Analysis of Costs

Al though the proposed rule requires the use of EDS for CAPS

sel ectees where available, the FAA was unable to devel op a cost
of conpliance due to the lack of information on how many EDS each
air carrier would need at each airport. Since interpretation of
"where available" may differ anbng air carrier operators,? it
becones very difficult to estimate the potential cost of using
EDS. As a result of this situation, the FAA estimated the cost
of this proposed rule on the premise that all air carriers
adopting CAPS woul d use passenger baggage matching as the
screening measure. Passenger baggage matching represents a worst
case scenario in terns of costs.

The proposed rule could inpose an estimted naxi num cost of
conpliance of $2.8 billion ($2.0 billion, discounted), in 1998
dollars, over the next 10 years (2000 - 2009) on part 108
schedul ed air carriers operating airplanes with nore than 60
passenger seats. This cost estimate is based three conponents:
(1) Passenger Baggage Matching | nplenmentation and Operating Costs
(2) Passenger Baggage Matching Delay Costs, and (3) CAPS Program
(or System) Costs. The manner by which costs have been estimated
for each of these three cost conponents is discussed bel ow.

Costs for the passenger baggage matching inpl enentation,
operating, and delay portions of the proposed rule were based on
estimates by SABRE; SABRE based their costs on interpolation of
data froma study of the operational feasibility and cost inpact
of requiring 100 percent positive passenger baggage matching
(both origin and destination) for part 108 aircraft operators.
The proposed rule anticipates that only 5 percent of baggage
woul d be subject to baggage matching. In addition to SABRE, the
Nati onal Center of Excellence in Aviation Qperations Research

2 The FAA recognizes that, because of various factors that play a role in baggage make-up
operations (e.g., the physical layout of an airport's facilities), application of the
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(referred to as COE)’ assisted in the assessment of costs for
this proposed rule. The FAA used cost data devel oped by SABRE as
the potential maxinum as the costs of the proposed rule. ¢ost
estimates used in this RIA are based on an interpolation of cost
data from an actual test of 100 percent positive passenger
baggage matching with a w de diversion of cost experience by
individual air carriers using procedures to acconmodate al
baggage. Substantially different and | ess expensive procedures
with fewer delays and systemw de inpacts nmay be applicable where
baggage matching is done for a preselected group of travelers.
Descriptions of the potentially less costly inplenentation of the
proposed rule are discussed in the forthcomng "Report to
Congress: Domestic Bag Match Pilot Program”

Passenger Baggage Matching Costs

Passenger Baggage Matchi ng Met hodol ogy Overvi ew

The estimated conpliance costs for Passenger baggage matching is
based on two key factors: (1) projected nunber of part 108 air
carrier departures, for donestic operations, from 2000 to 2009
and (2) per departure cost for each of the principal passenger
baggage matching cost conponents. Each of these two passenger
baggage mat chi ng conponents is discussed bel ow

Passenger Baggage Matching Methodol ogy for Estimating Air Carrier
Departures

The FAA projected schedul ed part 108 departures are based on dat 3
provided on Form 41.* Since the proposed rule pertains to al
schedul ed part 108 aircraft operators of aircraft with nore than

60 passengers seats, annual departures (donestic operations only)
for all Form 41 operators for 1996 was requested fromthe U S
Department of Transportation's Bureau of Transportation

"where available" provision will differ ambng air carrier operators.

® COE includes selected personnel at the Massachusetts Institute of Technology, the
University of California at Berkeley, and the State University of New York at Rochester.
This organization was responsible for the technical methodol ogy and approach for the live
testing and subsequent positive passenger baggage matching analysis.

* A'r carrier operators whose fleet contains at |east one aircraft with nore than 60
passenger seats are required to report their operations data to BTS on U S. DOT Form 41.

§



Statistics (BTS). @Gven the nunber of annual departures for Form
41 air carriers for 1998, the FAA projected departures to 2009 by
using projected annual growth rates for both donmestic and
international departures for these air carriers, as published in
the FAA's Aviation Forecast for 1999 to 2010.° The projected
nunber of departures for each Form 41 air carrier was cal cul ated
by inflating the 1998 donestic departures by the projected growh
for the years 1999 to 2010. The results of these projections are
shown in Table 1. These projected departures were used to
estimate the costs of inplenenting and operating passenger

baggage natching.

At the FAA's request, SABRE devel oped cost estimtes for
passenger baggage matching, based on "live test data" and
questionnaires received fromseven major air carriers (wWwthin the
"majors" group). These air carriers were asked to report on the
cost of inplementing and operating a 100 -percent passenger
baggage matching program  The estinmates represent passenger
baggage matching Direct and Indirect costs. Passenger baggage
mat ching direct costs consist of the foll ow ng conponents:
Startup Costs (training, equipnent, hardware, facilities), Annua
Operating Costs (staffing of termnal and gate personnel,
training, hardware, equipnment, and facilities, and Delay costs
(primarily, local delays, downstream delays and missed-
connections).

In addition to the startup costs, SABRE al so provided per
departure estimates for all of the recurring/operating cost
conponents.  Passenger baggage natching cost estimates for the
proposed rule are based on data received from seven najors for
100% baggage mat chi ng whi ch has been adjusted to estimte costs
of a 5% baggage matching procedure for those seven najor air
carriers and applied to various air carrier groups (majors,
national /regional jets and national/regional turboprops). The

5 FAA Aerospace Forecasts (Fiscal Years 1999 - 2010), Table 28, PP 1X-30, U.S. DOT, FAA,
March 1999, Report No.APO 99-1.




TABLE 1- U.S. AIR CARRIER DOMESTIC DEPARTURES BY CARRIER GROUP

(Part 108 Air Carriers Potentially Impacted By The CAPS NPRM)

Alr Carrier 1998 1099 2000 2001 2002 2003 2004 ‘2005 2006 2007 2008 | 2008 | 2010
MAJORS :
DELTA AIRLINES 906,756 925,779 951,143 970.166 1,001,870 [1,033,575 [1,065,280 |1.096,985 [1,128,689 [1.160,394 | 1,198,440 | 1,230,145 1,268,190
UNITED AIR LINES 730,007 745,322 765,742 78 1,056 806,581 832,106 857,631 883,155 908,680 934,205 964,834 990,359 1,020,989

AMERICAN AIRLINES, INC 641,661 655,122 673,071 686,532 708,968 73 1,404 753,839 776,275 798,711 821,147 848,069 870,505 897,428
CONTINENTAL AIRLINES 393,613 401.871 412,881 421,138 434,901 448,664 462,426 476,189 489,952 503,715 520,230 533,992 550,508
SHUTTLE INC [USAIRWAYS INC] 703.425 718,182 737,858 752,616 777,211 801,806 826,401 850,997 875,592 900,187 929,702 954,297 983,811
SOUTHWEST AIRLINES 806,822 823,748 846,317 863,243 89 1,454 919,664 947,875 976,085 1,004,296 [1.032,506 | 1,066,359 [ 1,094,570 1,128.422
NORTHWEST AIRLINES INC 484,889 495,061 508,625 518,797 535,751 552,706 569,660 586,614 603,568 620,522 640,867 657.82 1 678,166
TRANS WORLD AIRLINES 268,552 274,186 28 1,698 287,332 206,722 306,112 315.502 324,892 334,282 343,671 354,939 364,329 375,597
AMERICA WEST AIRLINES INC 198,960 203,134 208,699 | 212,873 219,830 226,787 233,743 240,700 247,657 254.613 262,961 269,918 278,266
Subtotal 5,134,685 [5,242,406 | 5,386,033 ]5,493,754 5,673,288 |5,852,823 16,032,357 16,211,892 16,391,426 6,570,961 | 6,786,402 | 6,965,936 7,181,378

NATIONALS:
SIMMONS AIRLINES [AMERICAN EAGLE] 182,175 185,996 191,092 194,914 201,284 207,653 214,023 220,393 226,763 233,132 240,776 247,146 254,790
HAWAIIAN AIRLINES INC 56,130 57,308 58,878 60,055 62,018 63,980 65,943 67,906 69,868 71,831 74,186 76,148 78.503

[ALOHA AIRLINES 66,495 67,890 69,750 71,145 73,470 75,795 78,120 80,445 82,770 85,095 87,885 90,210 93,000
RENO AIR 62,359 63,667 65,412 66,720 68,900 71,081 73.261 75,441 77,622 79,802 82,419 84,599 87,215
ALASKA AIRLINES 149,299 152,431 156,607 159,739 164,960 170,180 175,400 180,620 185,841 191,061 197,325 202,545 208,810
HORIZON AIR_IND 48,785 49,809 51,173 52.197 53,903 55,608 57,314 59,020 60.726 62.431 64,478 66,184 68,231
KIWI INTERNATIONAL 6,846 6.990 7,181 7,325 7,564 7,803 8,043 8,282 8,522 8,761 9,048 9,288 9,575
[ATLANTIC SOUTHEAST AIRLINES 63,309 64,637 66,408 67,736 69,949 72,163 74,376 76,590 78,804 81,017 83,673 85,887 88,543
AIR WISCONSIN AIRLINES CORP-UNITED 58,821 60,055 61,700 62,934 64,991 67.048 69,104 71,161 73,218 75,274 77,742 79,799 82,267
MIDWEST EXPRESS AIRLINES 40,172 40,954 42,076 42,917 44,320 45,722 47,125 48,527 49,930 51,332 53,015 54,418 56,101

||AMERICAN TRANS AIR INC. 46,935 47,920 49,233 50,217 51,858 53,499 55,140 56,782 58,423 60,064 62,033 63,674 65,643
MIDWAY _AIRLINES 35,475 36,219 36,979 37,755 38,547 39,356 40,181 41,024 41,885 42,764 43.661 44,577 45,512
CONTINENTAL MICRONESIA AIRLINES 4,003 4,087 4,199 4,283 4,423 4,563 4,703 4,843 4,983 5.123 5.291 5.431 5,599
TQWERAIR 825338 | 248343 333,884 2,369 2,419 2,470 2,522 2,575 2,629 2,684 2,740 2,798 2,856

e 880,307 908,505 938,922 985,258 993,609 1,021,981 (1,050,371 | 1,084,273 [1,112,704 1,146,646
TCARGE REGCTUNALCS T

AR TRAN AIRLING R ymown a5y ayen 74,930 76.502 78,598 80,170 82,790 85,410 88,030 90,650 93.270 95,889 99,033 101,653 104,797
MESABA AIRLINES 72,771 74,297 76,333 77,859 80,404 82,948 85,493 88,037 90,582 93,126 96,179 98,724 101,777
SRIVTIERLAREINES 22,052 25,366 23 639 23,642 24,415 25,187 25,960 26,733 27,505 28,278 29,205 29,978 30,905
UES_INC [UNITED EXPRESS] 20,962 21,402 21088 15,998 16,520 17,043 17,566 18,089 18,612 19,134 19,762 20,285 20,912
REEVE AL EUTIAN_AIRWAVS INC. 3377 3 448 22,428 23,161 23,894 24,627 25,360 26,093 26.825 27.705 28.438 29.317
lsubtotal 209,089 213 475 213,842 3,613 3,731 3,849 3,967 4,085 4,204 4,322 4,463 4,581 4,723

222,528 227,194 231,981 238,827 241,795 248,868 252,047 257,335 282,733 288,245
MEDIUM REGIONALS:

(BREAANERAINER ES 2.125 5,233 5,342 5,454 5,569 5,686 5,805 5,927 6,051 6,178 6,308 6,440 6,575
VANGUARD AIRLINES 18893 19 289 5,694 5,813 5,935 6,059 6,187 6,316 6,449 6,584 6,722 6,863 7.007
Subtotal QQ,AR{] Qn’nqg 19.818 20,214 20,875 21,535 22,196 22,857 23,517 24.178 24 970 25.631 26,424

30,854 31,482 32,379 33.280 34,187 35.100 38,017 38,940 38,000 38,934 40,006
__TOTAL _______ (domestic_departures) | 6,196,224__| 6,326,214 6,628,068 7,054,986__| 7,268,628 N
BY YEAR { P ) 6,497,849 8 6,841,467 i 7:268.62 7,482,396 |7,696,292 [7,910,319 |8,166,010 8,380,308 | 8,636,275 7]

Source: U.S. DOT, BTS and FAA (APO-310), Apnil 1999..
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identity of specific air carriers that reported cost data in the
initial 100% baggage matching study cannot be disclosed in this
analysis for proprietary reasons.

Passenger Baggage Matching Cost |npact on Part 108 Air Carriers®

The proposed rule would inpose an estinmated cost of $2.8 billion
($2.0 billion, discounted), over the next 10 years in 1998
dollars, for passenger baggage matching. This cost estimate is
conposed of two primary cost conponents: (1) Passenger Baggage
Matching Startup and Operating Costs and (2) Passenger Baggage
Mat ching Delay Costs. The manner by which costs for each of
these two conponents were derived will be discussed in the
follow ng sections.

1. Passenger Baggage Matching Startup Costs

Based on cost information received from SABRE, passenger
baggage matching startup costs for all inpacted air carriers
woul d amount to an estinmated $217 million ($203 mllion,

di scounted) over the next 10 years, as shown using two
different formats in Tables 2 (by cost conponent) and 3 (by
air carrier group). Startup costs consist of several
conponents.  First, there is initial training for gate
agents, ranp personnel, and skycap personnel. Air carriers
woul d be expected to train their airport personnel in order
to ensure conpliance with the proposed rule. This training
would famliarize airport termnal personnel with the new
requi renents of passenger baggage matching procedures for 5
percent passenger profiling.

At sone airports, skycap personnel currently |oad passenger
baggage on a conveyer belt in the curbside area. Under the
proposed rule, air carriers would have to either train
skycap personnel or use trained ticket agents to handle the
baggage of those passengers selected by CAPS.  Second,

¢ This and all cost information for PPBM were obtained from SABRE Decision Technol ogies
Goup, coupled with discussions with consultants from the National Center of Excellence in
Avi ation Operations Research (COE) at MT.
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TOTAL

- COST.COMPONENTS

TOTAL, PV

PPBM Costs for Majors,
National (jet), and Regional (jet):
Startup $217,371,217 $0 $0 $0 $0 $0 $0 $0 $0 $0 $217,371,217 $203,155,140
Equipment and Hardware $31,684,823 $32,319,850 $33,359,821 $34,400,402 $35,441,607 $36,483,448 $37,525,939 $38,569,094 $39,815,099 $40,859,623 $360,459,708 $249,134,264
Staffing $143,041,675 | $145906,413 | $150,626 951 $155,349,281 | $160,073,441 | $164,799,469 | $169,527,405 $174,257,288 $179,916,181 $184,650,082 $1,628,148,185 $1,125,228 910
Training $787,577 $803,361 $829,212 $855,077 $880,958 $906,854 $932,767 $958,696 $989,668 $1,015,631 $8,959,802 $6,192,630
Subtotal $392,885,292 | $179,029,625 | $184,815,983 | $190,604,760 $196,396,006 | $202,189,772 ;| $207,986,111 | $213,785,078 $220,720,948 $226,525,336 $2,214,938,912 $1,583,710,943
PPBM Costs for National (turboprops) e
and Regional (turboprops): L
Startup $1,320,734 $0 $0 $0 $0 $0 $0 $0 $0 $0 $1,320,734 $1,234,358 |
Equipment and Hardware $549,122 $560,105 $578,409 $596,713 $615,017 $633,321 $651,625 $669,929 $691,894 $710,198 $6,256,332 $4,323,261
Staffing $2,191,755 $2,235,590 $2,308,649 $2,381,707 $2,454,766 $2,527,824 $2,600,882 $2,673,941 $2,761,611 $2,834,670 $24 971,394 $17,255,776
Training $14,201 $14,485 $14,959 $15,432 $15,906 $16,379 $16,852 $17,326 $17,894 $18,367 $161,802 $111,808
Subtotal $4,075,812 $2,810,180 $2,902,016 $2,993,852 $3,085,688 $3,177,524 $3,269,360 $3,361,196 $3,471,399 $3,563,235 $32,710,262 $22,925,203

PPBM Delay Costs for Majors

National (jet) and Regional (jet):

Local Air Carrier Delays $26,171,785 $26,696,320 $27,555,340 $28,414,864 $29,274,903 $30,135,468 $30,996,570 $31,858, 219 $32,887,424 $33,750,205 $297,741,097 $205,785,854

Downstream Air Carrier Delays $11,874,236 $12,112,219 $12,501,960 $12,891,929 $13,282,132 $13,672,573 $14,063,258 $14,454,192 $14,921,146 $15,312,593 $135,086,239 $93,365,804

Passenger Misconnects $1,635,737 $1,668,520 $1,722 209 $1,775,929 $1,829,681 $1,883,467 $1,937,286 $1,991,139 $2,055,464 $2,109,388 $18,608 819 $12,861,616
Extended Operating Days $1,393 405 $1,421,332 $1,467,067 $1,512,828 $1,558,618 $1,604,435 $1,650,280 $1,696,155 $1,750,951 $1,796,886 $15,851,957 $10,956,191
{Subtotal $41,075,163 | $41,898,391 | $43,246,575 | $44,505550 | $45945334 | $47205043 | $48,647,394 | $49,099,705 $51,614,985 $52,968,071 $467,288,111 $322,969,466
PPBM Delay Costs for National
(turboprops) and Regional (turboprops):
Local Air Carrier Delays $293 496 $299,366 $309,149 $318,933 $328,716 $338,499 $348,282 $358,066 $369,805 $379,589 $3,343,902 $2,310,709

Downstream Air Carrier Delays $208,288 $212,453 $219,396 $226,339 $233,282 $240,225 $247,168 $254,111 $262 443 $269,385 $2,373,091 $1,639,858 )

Passenger Misconnects $28,403 $28,971 29,918 $30,864 $31,811 $32,758 $33,705 $34,652 $35,788 $36,734 $323,603 $223 617 |

Extended Operating Days $23,669 $24,142 24,931 $25,720 $26,509 $27,298 $28,087 $28,876 $29.823 $30,612 $269,669 $186,347

S i $553,856 $564,933 $583,395 $601,857 $620,319 $638,781 $657,242 $675,704 $697,859 $716,320 $6,310,266 $4,360,531 )
CAPS Program Costs:

Software Design & Construction’ $11,740,289 $0 $0 $0 $0 $0 $0 $0 $0 $0 $11,740,289 $10,972.474
System Testing ' $852,647 $0 $0 $0 $0 $0 $0 $0 $0 $0 $852,647 $796,884
Implementation ! $655,882 $0 $0 $0 $0 $0 $0 $0 $0 $0 $655,882 $612,987

Accommodation for DOJ Inquiries ' $2,229,999 $0 $0 $0 $0 $0 $0 $0 $0 $0 $2,229.999 $2,084,157
intitial Labor/Training * $2,164,411 $0 $0 $0 30 $0 $0 $0 $0 $0 $2,164,411 $2,022,858

Hardware & software maintenance $0 $2,609,188 $2,693,367 $2,777,587 $2,861,849 $2,946,154 $3,030,502 $3,114,894 $3,215,778 $3,300,262 $26,549,582 $17,726 549
Accommodation for DOJ Inquiries 2 $0 $334,511 $345,303 $356,101 $366,904 $377,712 $388,526 $399,345 $412,279 $423,111 $3,403,793 $2,272,635
Labor/Training 2 $0 $2,207,775 $2,279,003 $2,350,266 $2,421,565 $2,492,899 $2,564,271 $2,635,680 $2,721,043 $2,792,530 $22,465,031 $14,999 388

Subtotal $17,643,228 $5,151,474 $5,317,674 $5,483,954 $5,650,318 $5,816,765 $5,983,208 $6,149,920 $6,349,100 $6,515,903 $70,061,633 $51,487,932

COSTS PER YEAR

| $456,233,351 | $229,454,603 | $236,865643 | $244,279,974 | $251,697,664 | $259,118,784 | $266,543,406 | $273,971,603 | $282,854,291 |

$290,289,865 | $2,791,309,183

$1,985,454,075

COSTS PER YEAR, PV

| $426,395,690 | $200,405,650 | $193,353,424 | $186,361,192 | $179,460,434 | $172,650,848
Source: U.S. DOT. FAA. APG.310.. APRIL. 1609, ' ,460, | $172,850, | $165,976,579 | $159,451,473 | $153,844,449 | $147,554,338 |

! Represents first year costs onty (2000)
2 Represents costs from second to iast year (2001 -

2009)
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VISED WITH TURBORRORS

€OST COMPONENTS

BY CARRIER GROUP: 2000 2001 [ 2002 [ 2003 [ 2007 [ 2008 ]  zee8 | TOTAL | TOTALPV
PPBM Costs - Startup
Majors $195,183,381 $0 $0 $0 $0 $0 $0 $0 $0 $0 $195,183,381 $182,418,387
National - Jet $17,852,492 $0 $0 $0 $0 $0 $0 $0 $0 $0 $17,852,492 $16,684,939
Regional - Jet $4,335,344 $0 $0 $0 $0 $0 $0 $0 $0 $0 $4,335,344 $4,051.813
Subtotal $217,371,217 $0 $0 $0 $0 $0 $0 $0 $0 $0 $217,371,217 $203,155,140
PPBM Costs - Startup
National - Turboprop $1,043,675 $0 $0 $0 $0 $0 $0 $0 $0 $0 $1,043,675 $975.419
Regional - Turboprop $277,059 $0 $0 $0 $0 $0 $a $0 $0 $0 $277,059 $258,939
Subtotal $1,320,734 $0 $0 $0 $0 $0 $0 $0 $0 $0 $1,320,734 $1,234,358
PPBM Costs - Annual
Maijors $162,707.216 | $165,961,360 | $171,384,934 |$176,808,508 |$182,232,082 | $187,655,656 [ $193,079,230 |$198,502,804 |$205,011,092 | $210,434,666 | $1,853,777,548 | $1.281,000,529
National - Jet $10,304,490 | $10,511,385 $10,845,074 | $11,179,133 | $11,513,568 $11,848,389 $12,183,603 | $12,519,218 | $12,918,459 $13,254,902 $117,078,222 $80,933,102
Regional - Jet $2,502,368 $2,556,879 $2,585,975 $2,617,120 $2,650,356 $2,685,727 $2,723,279 $2,763,057 $2,791,397 $2,835,767 $26,711,925 $18.622,174
Subtotal $175,514,075 [$179,029,625 | $184,815,983 | $190,604,760 | $196,396,006 | $202,189,772 | $207,986,111 |$213,785,078 |$220,720,948 | $226,525,336 | $1,997,567,695 | $1,380,555,804
PPBM Costs « Annual
National - Turboprop $2,177,129 $2,220,671 $2,293,242 $2,365,813 $2,438,384 $2,510,955 $2,583,526 $2,656,097 $2,743,182 $2,815,753 $24,804,751 $17,140,621
| Regional - Turboprop $577,950 $589.509 $608,774 $628,039 $647,304 $666,569 $685,834 $705,099 $728,217 $747,482 $6,584,777 $4,550,224
Subtotal $2,755,079 $2,810,180 $2,902,016 $2,993,852 $3,085,688 $3,177,524 $3,269,360 $3,361,196 $3,471,399 $3,563,235 $31,389,528 $21,690,845
PPBM Delay Costs
Majors $36,882,478 | $37,620,128 $38,849,544 |$40,078,960 {541308,376 $42,537,792 | $43,767,208 | $44,996,623 | $46,471,923 $47,701,339 $420,214,369 $290,377,251
National -Jet $3,373.464 $3,441,197 $3,550,440 $3,659,803 $3,769,290 $3,878,903 $3,988,644 $4,098,517 $4,229,220 $4,339,364 $38,328,843 $26,495,723
Regional - Jet $819,221 $837,066 $846,592 $856,788 $867,668 $879,248 $891,542 $904,564 $913,842 $928,368 $8,744,899 $6,096,491
‘Subtotal $41,075,163 | $41,898,391 $43,246,575 | $44,595,550 | $45,945,334 $47,205,943 | $48,647,394 | $49,999.705 | $51,614,985 $52,969,071 $467,288,111 $322,969,466
PPBM Delay Costs
National - Turboprop $437,670 $446,424 $461,013 $475,602 $490,191 $504,780 $519,369 $533,968 $551,464 $666,053 $4,986,522 $3,445,795
Regional - Turboprop $116,186 $118,510 $122,382 $126,255 $130,128 $134,001 $137,874 $141,747 $146,394 $150,267 $1,323,744 $914,736
Subtotal 2553856 2564.,933 $583,395 5601857 $620,319 $838.781. $857.242. $875.,704. $697,859 $716.,320 $6,310,266 $4,360,531
CAPS Costs - Startup '
Majors $14,633,314 S0 $0 $0 S0 $0 o) $0 $0 $0 $14,633,314 $13,676,295
National $2,333,929 S0 $0 $0 $0 $0 ) $0 $0 ) $2,333,929 $2,181,290
Regional $675,985 S0 o) $0 $0 $0 $0 $0 $0 o) $675,985 $631,775
‘Subtotal $17,643,228 S0 $0 S0 $0 $0 S0 S0 S0 $0 $17,643,228 $16,489,360
CAPS Costs - Annual *
Majors $0 $4,272,492 $4,412,116 $4,551,740 $4,691,364 $4,830,988 $4,970,612 $5,110,236 $5,277,785 $5,417,409 $43,534,743 $29,063,172
National $0 $681,440 $703,687 $725,936 $748,185 $770,436 $792,687 $814,939 $841.633 $863,887 $6,942,829 $4,634,982
Regional $0 $197,542 $201,870 $206,278 $210,768 $215,341 $220,000 $224,745 $229,682 $234,607 $1,940,833 $1.300.419
'Subtotal $0 $5,151,474 $5,317,674 $5,483,954 $5,650,318 $5,818,765 $5,983,298 $6,149,920 $6,349,100 $6,515,903 $52,418,405 $34,998,572
COSTS PER YEAR $456,233,351 | $229,454,603 | $236,865,643 |$244,279,974 | $251,697,664 | $259,118,784 | $266,543,406 |$273,971,603 |$282,854,201 | $290,289,865 | $2,791,309,183 | $1,985,454,075
COSTS PER YEAR, PV | $426,395,690 [$200,405,650 | $193,353,424 |$186,361,192 [ $179,460,434 | $172,650,846 | $165,976,579 |$159,451,473 |$153,844,449 | $147,554,338

Source. U S. DOT, FAA, APO-310. April 1999.

' Represents first year costs only
? Represents costs from second to last year (2001 - 2008)
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addi tional hardware woul d be needed. Hardware woul d
primarily consist of additional boarding pass readers,
communi cati ons equi pnent, barcode scanners, and magnetic
strip readers. Third, equipnent such as radios and carts
woul d be needed. Fourth, sonme airport facilities would need
to be changed. The ticket counter, curbside, and gate areas
may have to be expanded as a means of accommodating the

i npl enent ati on of passenger baggage matching requirenents.
Addi tional staffing would be needed, such as additional gate
agents and ranp personnel to mnimze the nunber of |ost or
m shandl ed bags.

SABRE obt ai ned aggregated startup costs of $141 million (in
1997 dollars; this cost estinmate was subsequently updated to
1998 dollars using the appropriate GDP Inplicit Price
Deflator) from seven major air carriers. To estimate startup
costs for the two najor air carriers that did not report

cost data, SABRE projected the cost based on annua
departures.’” The startup cost rate for "majors" was $36.24
per departure. This estimate was derived by dividing the
startup costs of $141 mllion by the nunber of 1997 domestic
departures for those seven “majors” air carriers that
participated in SABRE’s survey and then updated to 1998
dol | ars.

For "national" and "regional" jet air carriers, the sanme
startup cost of $36.24 per departure was used to estimte
their startup costs. Wiile this startup rate for nationa
and regional jet operators nay be higher than what they may
actually incur, the FAA believes that this procedure

provi des a reasonable first approximation of startup costs
for this group of operators. However, nationals and

regi onal operators operate on a much snaller scale than the
majors do. There is uncertainty associated this cost

7 SABRE believed this procedure would take into account the size the air carriers'
operations on start-up costs. A sinple average of the seven reporting air carriers'

costs

woul d have significantly overestimated or understated the startup costs for the two air
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estimate for regional and national air carriers, and the FAA
therefore solicits coments fromthe aviation industry as to
what woul d be an accurate estimate of their respective
passenger baggage matching startup costs.

For "national" and "regional" turboprop air carriers, a
startup rate estinmate of $2.82 per departure was estimated
by SABRE, based on an earlier report (March 1996) for 100
percent passenger baggage matching for "national" and
"regional " turboprop air carriers.' The estimate of $2.82
reflects an estinate of passenger baggage natching with a 5
percent selectee rate. Turboprop airplane operators conduct
significantly snaller scale operations than the jet air
carriers in the aforenentioned categories. They have |ess
enpl oyees, |ower wage rates, smaller airplanes, etc.
"regional" turboprop air carriers.’ The estinmate of $2.82
reflects an estinate of passenger baggage natching with a 5
percent selectee rate. Turboprop airplane operators conduct
significantly smaller scale operations than the jet air
carriers in the aforenentioned categories. They have |ess
enpl oyees, |ower wage rates, smaller airplanes, etc.

2. Passenger Baggage Matching Operating costs (excluding

del ays)

Passenger Baggage natching operating costs would inpose an
estimated $2.0 billion ($1.4 billion, discounted) over the
next 10 years. This is conprised of equipment and hardware
costs ($360 mllion), staffing costs ($1.6 billion) and
training costs ($9 mllion) and is based on cost infornation
received from SABRE. Annual costs were derived by

mul tiplying the cost per departure for each component (given
in Table 4) times the nunber of projected domestic
departures for part 108 air carriers (shown in Table 1).

carriers that did not report cost data.

Posi ti

ve Passenger Baqqade Matching (PPBM) Project, SABRE Decision Technol ogies G oup

and DCS,
® Positi

Inc., Report No. DOT/FAA/CT-95/44, March 1996, Contract No. DTFA03-93-C-00042.
ve Passenqger Baggage Matching (PPBM) Project, SABRE Decision Technol ogies G oup

and DCS,

Inc., Report No. DOT/FAA/CT-95/44, March 1996, Contract No. DTFA03-93-C-00042.
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The results of these calculations are presented in Tables 2
and 3.

Rates provided in Table 4 refer to recurring maintenance,
staffing, and staff training for passenger baggage matching
profiling requirements of the proposed rule for CAPS.

Majors:

$24.59 per departure for staffing

$ 5.38 per departure for equipment and hardware
$ 0.32 per departure for training

$30.30 per departure (Total)

Nationals (jets) and Regionals (jets):
$15.50 per departure for staffing

$ 5.38 per departure for equipment and hardware
$ 0.32 per departure for training

$21.19 per departure (Total)

Nationals and Regionals with Turboprops only:
$4.68 per departure for staffing

$1.17 per departure for equipment and hardware
$0. 03 per departure for training

$5.88 per departure (Total)

Source: SABRE Decision Technol ogi es G oup and updated to 1998
dol lars by FAA, April 1999.

3. Passenger Baggage Matching Del ay Costs

Passenger baggage matching delay costs woul d i npose an
estimated $467 nmillion ($323 nillion, discounted) over the
next 10 years.'® These costs consist of local air carrier
del ays ($298 nillion), downstream delays ($135 mllion),
passenger mssed connections ($19 mllion), and extended
operating days ($16 million). These costs, based on
information received from SABRE and were derived by

mul tiplying the cost per departure for each conponent (see
Table 5) times the nunber of projected annual domestic

® This ampunt is equal to 0.1% of the delay costs incurred by the entire air carrier
system on an annual basis. This fraction was calculated by dividing $483 nillion into the
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departures to calculate the results provided in Tables 2 and
3.

Majors, Nationals (jets) and Regionals (jets):
$4.36 per departure for local air carrier delays
$1.98 per departure for downstream del ays

$0. 27 per departure for passenger m ssed-connects
$0. 23 per departure for extended operating days
$6. 85 per departure (Total)

Nati onal s and Regionals with Turboprops only:
$0. 63 per departure for local air carrier delays
$0. 44 per departure for downstream del ays

$0. 06 per departure for passenger m ssed-connects
$0. 05 per departure for extended operating days
$1. 18 per departure (Total)

Source: SABRE Decision Technol ogies Goup and updated to 1998
dol lars by FAA, April 1999.

The passenger baggage matching delay cost estimtes are from
the SABRE Deci sion Technol ogies G oup's Dependability
Predictor Mdel (ppM) . The DPMis a proprietary simulation
nodel that was devel oped for use by a najor airline. The
DPM nodel anal yzes schedul e performance for a typical day by
focusing on delays that could affect the schedul ed
operations. The nodel uses historical data distributions
for gate delays (ranp service, passenger service, mechanical
delays, air traffic control (aTc) gate holds, etc.) and

bl ock time delays to sinmulate the novenment of each flight
within the schedule. The nodel also accounts for flight

del ays that are caused by late arriving equipnent (due to

ot her delays on the sane aircraft) or late arriving
connecting passengers (due to other delays on ot her
aircraft). The nodel calculates the total gate delay and

total delay cost in 1995, $9.5 billion.
17



passenger m ssed connections that result from the operation
of the schedule(s)'.

Because the passenger baggage matching costs for the 5 percent

sel ectee rate have been extrapolated both fromthe live
operational test and the answers to questionnaires, both of which
were based on 100 percent passenger matching program the FAA
believes there is still uncertainty associated with cost
estimates for startup, operations, and delay for najor, nationa
and regional air carriers. As the result of this uncertainty,

the FAA solicits coomments fromthe aviation industry on startup,
operating, and delay costs for conpliance with the passenger
baggage matching procedures portion of this proposed rule.

CAPS Program Costs

CAPS | npl ement ati on Costs

Part 108 air carriers expected to install CAPS on their conputer
reservation systens (CRS’s), as the result of this proposed rule,
woul d incur an estimated total conpliance cost of about $70
mllion ($51 mllion, discounted) over the next 10 years, in 1998
dollars, $8 nillion from the Federal Covernment. First year
costs (2000) are estimated to be $18 mllion ($17 nillion,

di scounted). The cost of conpliance for subsequent years (2001 -
2009) would amount to an estinmated $52 mllion ($35 nillion,

di scounted), as shown previously in Tables 2 and 3.

The CAPS inplenmentation costs estimtes were determned by first
estimating how nmuch each air carrier would need to spend for

speci fic cost components.'* The costs that each air carrier would
need to spend for each conponent were summed and then divided by

11 positive Passenger Bagqage Matching (PPBM) Project, U.S. Department of Transportation
Federal Aviation Admnistration (FAA), Report No. DOT/FAA/CT-95/44, PP 13-14, March
1996, Prepared by DCS, Inc. and SABRE Decision Technologies for the FAA (Contract No.
DTFA03-93-C-00042) .
12 The individual" cost conponents for the first year include software design and
construction, systemtesting, system inplenentation, accommodations (for exanple,
addi tional capacity, etc.) for Departnent of Justice (DOJ) inquiries into how the air
carriers are conplying with the DOJ recommendations outlined in the Preanble, and check-in
personnel training costs. Subsequent year cost conponents include hardware and software
mei ntenance, additional capacity for responding to DQJ inquiries, and recurrent check-in
personnel training. These cost estimates have been updated to 1998 dollars, however.
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1998 departures (as shown previously in Table 1) to get a per
departure cost for each conponent. The per departure costs, for
each conponent, were then multiplied times the projected
departures to obtain estimates of the annual costs for the ten
year period, 2000 to 2009.%

Some air carriers are expected to develop their own CAPS program
for their Conmputer Reservation System (CRS) while others are
expected to join another air carrier's existing system The
costs for those air carriers joining another air carrier's CAPS
program woul d be |ess than would be the costs for devel opi ng
their own CAPS program

The entire CAPS programis made up of three conponents. These

t hree conponents include the conputer program individual screens
that would be unique to each air carrier, and data gatherers. As
part of the agreement between the FAA and Northwest Airlines, all
air carriers can obtain the necessary licenses to use the
conputer programfree of charge; however, all air carriers would
i ncur costs nodifying both the interface between CAPS and the
rest of the systemand the individualized screens for their
specific needs.

For the original work of establishing CAPS on their CRS, air
carriers would have three viable options. Each of the three
options are discussed as follows:

e Option 1 - Join another air carrier's crs.* This
alternative woul d be the easiest and the |east costly.
Initial set-up costs consist of air carrier systemtests and
computer personnel training. The FAA anticipates that nost
of the air commuter |inks would adopt this option.

* The FAA has cost estimates for these conponents for each air carrier for 1997 and
determined that the best way to project costs would be to calculate the per departure
costs for each conponent. These per departure costs would be nmultiplied by the total
departures for the years covered by this analysis. Accordingly, in the discussion of
these conponents, all cost will be shown in terns of per departure costs.
 For the purpose of this analysis, the FAA is using "join" to connote when an air
carrier elects to use another air carrier's CRS and not develop their own. The "joining"
air carrier would use this CRS and acconpanying software to link to their own databases
for CAPS purposes.
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a Option 2 - Start fromscratch. For air carriers that do
have a renote data source (i.e., a conputer |ocated away
fromthe CRS), costs would have to include an additional
file server and custom zed software; some air carriers keep
their frequent flyer data on such a conputer. Air carriers
that would adopt this option would be those whose conputers
woul d not accept the original source code devel oped for CAPS
or would want nore privacy due to proprietary data.

e Option 3 - Use part of the existing CAPS and re-do ot her
portions. Under this option, the air carrier's costs would
be sonmewhere between Qptions 1 and 2.

First Year Costs

The U S. Congress has appropriated $8.0 mllion to the FAA to pay
for the necessary software, hardware, and other costs needed to
get the CAPS program up and running.!® The FAA has established an
Integrated Product Team (IPT) to work with the air carriers to
determne their individual needs. The cost estinmates gathered by
the IPT were used by the FAA in this analysis to help determ ne
first year inplementation costs for the follow ng conponents:
software design, system testing, and systemimplementation;!®the
FAA divided the total costs anong these three conponents for al
air carriers by the total nunmber of departures to obtain the per
departure costs at $1.81, $0.13, and $0.10, respectively.

Due to the need to keep records for DQJ inquiries, each air
carrier would need to add additional conputer capacity. To set
up a data base for statistical reporting, each air carrier
constructing its own CAPS would need to spend approxinately

$80, 000 in devel opnent costs, $50,000 in hardware costs, and
$20,000 in comunication equipnent costs. This analysis
estimates that costs for those air carrier's joining another CRS
woul d be about 25% of each of these devel opnent, hardware, and

!5 This does not include the $2.5 million that the FAA had awarded to Northwest Airlines
to devel op CAPS.

' Cost information for all the air carriers, which will construct CAPS on their own CRS,
was available fromthe IPT, or, in one instance, from that air carrier's Principal
Security Inspector (PSl). Because every air carrier's requirements are different, there

is no uniform cost estimate for Options 1, 2, and 3. Information for some of the air
carriers that would be joining another air carriers CRS were also available from the IPT.
Al information obtained from the IPT and the PSI is proprietary. For those air carriers
that have not submitted a cost estimate with the IPT, their costs have been estinmated from
the IPT costs of similar-sized air carriers at $115,200.
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conmmuni cati on equi pnment costs, based on information received from
FAA' s technical personnel in the Ofice of Cvil Aviation
Security. The per departure cost, for all air carriers, is
estimated to be $0.34.

Al'l check-in personnel would need training. Industry sources
indicate that these personnel, who earn, on average, $21.70 per
hour for the majors and $13.65 per hour for the nationals and
regionals, would need to be trained after their normal working
hours, so their training costs would need to be adjusted for
overtinme by multiplying their base salary by 1.5. Figuring in
fringe benefits at additional 26%yields a |oaded hourly training
| abor cost estimate of $41.01 for the majors and $25.80 for the
nationals and regionals. Mst check-in personnel would need one
hour of training annually. Certain personnel, who would act as a
liaison and woul d be available for troubl eshooting, would require
a full day of training; the FAA estimates that 0.2% of check-in
personnel would require this full day of training. The per
departure cost is estimated to be $0.33.

Subsequent Year Costs

Each air carrier would have hardware and software naintenance
costs in the subsequent years. Industry sources indicate that
hardware costs woul d average about $10,000 per nonth per air
carrier that developed its own CAPS and $2,500 per nmonth for each
air carrier that would join to an existing CAPS CRS. Software
costs were estimated at 10% of the devel opnent costs. The FAA
worked with Northwest Airlines to develop a nodel to determ ne
subsequent year software mai ntenance costs, and these depended on
whi ch of the aforenentioned options the air carrier had chosen:

e Option 1 - The FAA assunes that these air carriers would
need to spend about $10,000 annually for maintenance.

e Option 2 - For those air carriers that do not have a renote
data source, annual maintenance costs woul d range from
approxi nately $36, 000 and $50,000; the forner figure assunes
the use of in-house personnel while the latter assunes the
use of contractors. For air carriers that do have a renote
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data source (i.e., a conputer |located away fromthe CRS),

t he annual mmi ntenance costs on the additional file server
and custom zed software is estimated at $5,300 and between
$75,000 and $95, 000, respectively."

e Option 3 - Their annual naintenance costs would be sonewhere
i n-between Options 1 and 2; the FAA is assumi ng $30, 000.

The cost per departure for hardware and software maintenance is
estimated to be $0.39.

The FAA estimates that the annual maintenance costs for DQJ
inquiries are estinmated at about $20,000 per year for those air
carriers creating their own CAPS program and approxinately $5, 000
per year for those joining another air carrier's CRS. The sane
anmount of staff training would be required annually for the
check-in personnel as was required in the first year; nost
needi ng one hour with a select few needing a full day. The per
departure costs for the DQJ inquiries and training are $0.05 and
$0. 33, respectively. Hence, first year costs sumto $2.71 per
departure, while subsequent year costs sumto $0.77 per
departure. Table 6 suns up the CAPS programrel ated per
departure costs by conponent:

7 For air carriers which nodify the interface and screens, industry sources indicate that
annual mai ntenance would take an air carrier between 400 to 600 hours; the FAA will assune
500 hours in this analysis. The cost would vary per airline; it could be as |ow as$72/hr
if the air carrier uses internal CRS enployees, which are the enployees of the CRS that
that air carrier uses (for exanple, Northwest Airlines using Wrldspan enployees or
Anerican Airlines using SABRE enployees). This hourly cost would include salary,

benefits, and overhead. Otherwise, it would be $100/hr if the air carrier were to go
outside of their own corporate structure and use external CRS enployees (i.e., enployees
of a CRS that that airline does not use). In addition, if sone of the air carrier's data
were on a renpte data source, annual maintenance costs would include an additional 200
hours.
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TABLE 6 - CAPS Program Implementation
L 5¢f§@g§0gyrating Cogsts (1998 Dollars) P
CAPS Component Cost Per Departure |
FIRST YEAR COSTS
Software design and construction $1.81
System Testing cost $0.13
| npl enent at1 on CoOsSt $0. 10
Addi tional capacity for DOJ inquirles $0. 34
Initial Labor/Training $0. 33
TOTAL FI RST YEAR COSTS $2.71
RECURRI NG COSTS
Har dwar e and Software Mii nt enance $0. 39
Addi ti onal capacity for DQJ 1nquiries $0. 05
Labor/Training $0.33
TOTAL RECURRI NG COSTS $0.77

Source: U.S., DOT, FAA APO 310, April 1999.

In summary, the proposed rule would inpose conpliance costs of
$2.8 billion ($2.0 billion, discounted), over 10 years. This
estmate i S conposed of the follow ng conponents:

e Passenger Baggage Matching - Startup Costs:
$217 mllion ($203 nmllion, discounted)

e Passenger Baggage Matching - |Inplenentation
and Operating Costs:

$2.0 billion ($1.4 billion, discounted)

e Passenger Baggage Matching - Delay Costs:
$467 mllion ($323 nillion, discounted)

o CAPS Program | npl ementati on and Operating Costs:
$70 nmillion ($51 mllion, discounted)

The FAA expects that the total cost of conpliance of $2.8 billion
may represent a potential maxi mum cost estimate. Estimating the
econom ¢ cost that this proposed rule would inpose on airlines
and passengers was a difficult undertaking as suggested by the

w de range of estimates that different airlines provided? As
mentioned above, in addition to SABRE, COE assisted in the

* Individual air carrier projections for the per passenger enplanement cost of donmestic
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assessment of costs for this proposed rule. Because

i npl enent ation of domestic baggage natching based on a passenger
screeni ng process such as CAPS was not the subject of the
aforenmentioned live tests, CCE believes that substantia
econom es may be achieved by airlines beyond the experience of
the live test and "a priori" estimtes supplied by individua
airlines. COE projected that the proposed rule would cost

bet ween $500 mllion (based on 7 cents per passenger enplanemnent)
and $2.5 billion (based on 36 cents per passenger enplanemnent)
over the next decade.'® |In addition, according to COE from
previous discussions, as part of a followup to the live test
conducted for passenger baggage matching, air carriers stated
that the costs they provided were overstated by at |east 33%
This assessment is based on the fact that air carriers now have a
much better idea how they woul d inplenent 100% positive passenger
baggage matching if they were required to do so by regul ation.
Based on this information, coupled with the fact that there is
sone uncertainty as the result of the interpolation technique
used by SABRE and CCOE to estimate costs, the FAA solicits
comrents fromthe aviation community as to the accuracy of this
assessnent of costs.

B. Analysis of Security Benefits

The primary benefit of the proposed rule would be significantly
increased protection to US. citizens and others citizens
traveling on U S. donestic air carrier flights fromacts of
terrorism Specifically, the proposed rule is ained at deterring
terrorismby preventing explosives from being placed on board
comrercial flights in checked baggage.

Terrorismcan occur within the United States. Menbers of foreign
terrorists groups, representatives fromstate sponsors of

bag match (the |argest conmponent of estimated costs) varied by factors of eight.

YGiven the differences in nethodol ogi es between SABRE’s nethodol ogy that the FAA used for
this analysis, which is based on departures, and COE’'s nethodol ogy, which is based on

enpl anements, it is not unexpected that the two cost estimates do not agree. However, the

cl oseness of these two cost estimates (the FAA's $2.8 billion versus COE’s high cost of
$2.5 billion) lends credence to the idea that the FAA's cost estimate is the worst-case
scenario.
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terrorism and radical fundanentalist elements from many nations
are present in the United States. In addition, Anericans are
joining terrorist groups. The activities of sonme these

i ndi vidual s and groups go beyond fund-raising to recruiting other
persons (both foreign and U. S.) for activities that include
training with weapons and maki ng bonbs. These extrem sts operate
in small groups and can act without guidance or support from
state sponsors. This nakes it difficult to identify themor to
anticipate and counter their activities. The follow ng

di scussion outlines some of the concrete evidence of the
increasing terrorist threat within the U S. and to donestic

avi ation.

Investigation into the February 1993 attack on the Wrld Trade
Center (WTC) uncovered a foreign terrorist threat in the US.
that is more serious than previously known. The WC

i nvestigation disclosed that Ranzi Yousef arrived in the United
States in Septenber 1992 and presented hinself to immgration
officials as an Iraqi dissident seeking asylum Yousef and a
group of Islamc radicals in the United States then spent the
next five months planning the bombing of the Wrld Trade Center
buil ding and other acts of terrorismin the United States.
Yousef returned to Pakistan on the evening of February 26, 1993,
the sane day that the Wrld Trade Center bonbing took place.
Yousef traveled to the Philippines in early 1994, and by August
of the same year had conceived a plan to bonb as nany as twelve

U S airliners flying between East Asian cities and the United
St at es.

Yousef and co-conspirators abdul Mirad and WaAli Khan tested the
type of expl osive devices to be used in the aircraft bonbings and
denonstrated the group's ability to assenble such a device in a
public place, in the Decenber 1994 bonbing of a Manila theater.
Later the same nonth, the capability to get an expl osive device
past airport screening procedures and detonate it aboard an
aircraft also was successfully tested when a bonb was placed by
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Yousef aboard the first leg of Philippine Airlines Flight 424
from Manila to Tokyo. The device detonated during the second |eg
of the flight, after Yousef had deplaned at an internediate stop
in the Philippine city of Cebu.

Preparations for executing the plan were progressing rapidly.
However, the airliner-bonmbing plot was discovered in January 1995
only by chance after a fire led Philippine police to the Manila
apartnent where the expl osive devices were being assenbl ed.
Homenade expl osives, batteries, tinmers, electronic components,
and a notebook full of instructions for building bonbs were

di scovered.  Subsequent investigation of conputer files taken
fromthe apartment revealed the plan in which five terrorists
were to have placed expl osive devices aboard United, Northwest,
and Delta airline flights. In each case, a simlar technique was
to be used. A terrorist would fly the first leg of a flight out
of a city in East Asia, planting the device aboard the aircraft
and then getting off at an intermediate stop. The expl osive

devi ce woul d then destroy the aircraft, continuing on a
subsequent leg of the flight to the United States. It is likely
that thousands of passengers would have been killed if the plot
had been successfully carried out.

Yousef, Murad and Khan were arrested and convicted in the bonbing
of Philippine Airlines Flight 424 and in the conspiracy to bonb
U S airliners. Yousef was sentenced to life inprisonment for
his role in the Manila plot, while the two other co-conspirators
have been convicted. Yousef also was convicted and sentenced to
240 years for the Wrld Trade Center bonmbing. However, there are
continuing concerns about the possibility that other conspirators
remain at large. The airline-bonbing plot, as described in the
files of Yousef's |laptop conmputer, would have had five
participants. This suggests that, while Yousef, Mirad and Khan
are in custody, there may be others at large with the know edge
and skills necessary to carry out a simlar plot against civi

avi ation.
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The fact that Ranzi Yousef was responsible for both the Wrld
Trade Center bonmbing and the plot to bonb as many as twelve U. S
air carrier aircraft shows that: (1) foreign terrorists are able
to operate in the U.S. and (2) foreign terrorists are capabl e of
building and artfully concealing inprovised explosive devices
that pose a serious challenge to aviation security. This, in
turn, suggests that foreign terrorists conducting future attacks
inthe US. may choose civil aviation as a target. Qi
aviation's prom nence as a prospective target is clearly
illustrated by the circunstances of the 1995 Yousef conspiracy.
The bonbing of a federal office building in Clahoma Gty shows
the potential for terrorismfrom donmestic groups. \hile the
specific notivation that led to the Gl ahona Gty bonbing woul d
not translate into a threat to civil aviation, the fact that
donestic el ements have shown a willingness to carry out attacks
resulting in indiscrimnate destruction is worrisome. At a
mnimum the possibility that a future plot hatched by domestic
el ements could include civil aircraft among possible targets nust
be taken into consideration. Thus, an increasing threat to civi
aviation exists and needs to be prevented and/or countered from
both foreign sources and potential donestic ones.

That both the international and donestic threats have increased
is undeniable. Wiile it is extremely difficult to quantify this
increase in threat, the overall threat can be roughly estinated
by recogni zing the foll ow ng:

« US. aircraft and American passengers are representatives
of the United States, and therefore are targets;

e Up to 12 airplanes could have been destroyed in the
actual plot described above, and thousands of passengers
killed;?*°

e These plots cane close to being carried out; it was only
through a fortunate discovery and then extra tight

20 \Wile the proposed rule would not have prevented the plot described above, this plot is
representative of the type and seriousness of the threat that this proposed rule is trying
to prevent.
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security after the discovery of the plot that these
incidents were thwarted,;

e |t is just as easy for international terrorists to
operate within the United States as donestic terrorists,
as evidenced by the Wrld Trade Center bonbing;

t herefore,

+ Based on these facts, the increased threat to domestic
aviation could be seen as equivalent to sone portion of
12 A ass | Explosions on U S. airplanes. (The FAA
defines Cass | Explosions as incidents that involve the
loss of an entire aircraft and incur a |arge nunmber of
fatalities.)

In 1996, both Congress and the Wite House Comm ssion on Aviation
Safety and Security recommended further specific actions to
increase civil aviation security. The Commission stated that it
believes that the threat against civil aviation is changing and
growi ng, and recomrended that the federal governnent conmit
greater resources to inproving aviation security. President
Cinton, in July 1996, declared that the threat of both foreign
and donestic terrorismto aviation is a national threat. The
U. S. Congress recogni zed this growing threat in the Federa

Avi ation Reauthorization Act of 1996 by: (1) authorizing noney
for the purchase of specific anti-terrorist equipnment and the
hiring of extra civil aviation security personnel; and (2)
requiring the FAA to pronul gate additional security-related
regul ati ons.

In the absence of increased protection for the U S. domestic
passenger air transportation system it is conceivable that the
system woul d be targeted for future acts of terrorism If even
one such act were successful, the traveling public would demand

i nredi ate increased security. Providing imediate protection on
an ad hoc enmergency basis would result in major inconveniences,
costs, and delays to air travelers that may substantially exceed
t hose inposed by the planned and neasured steps contained in this
proposal
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Based on the above statenment, and after evaluating feasible
alternative measures, the FAA concludes that this proposed rule
sets forth the best method to provide increased security at the
present tinme. Notw thstanding the above, it is helpful to
consider, to the limted extent possible, the benefits of this
proposal in reducing the costs associated with terrorist acts to
the threat |evel and other factors. The follow ng analysis
describes alternative assunptions regarding the nunber of
terrorist acts prevented and potential market disruptions averted
that result in the proposed rule benefits at |east equal to the
proposed rule costs. This is intended to allow the reader to
judge the likelihood of benefits of the proposed rule equaling or
exceeding its cost.

The cost of a catastrophic terrorist act can be estinmated in
terms of lives lost, property danage, decreased public
utilization of air transportation, etc. .Terrorist acts can
result in the conplete destruction of an aircraft with the |oss
of all on board. The FAA considers a Boeing 737 as
representative of a typical airplane flown domestically. The
fair market value of a Boeing 737 is $16.5 nmillion, and the
typical 737 airplane has 113 seats.?* It flies with an average

| oad factor of 64.7%, which translates into 73 passengers per
flight; the airplane would also have two pilots and three flight

attendants.?? 23

A terrorist catastrophe could also result in fatalities on the
ground. There were 11 such fatalities in the Pan Am 103
explosion and 15 in a collision of an AeroMexico airplane with a

21 gee Federal Aviation Adninistration, Economic Values for Evaluation of Federal Aviation
Administration Investnent and Requlatory Programs (Econom c Val ues), FAA-APC 98-8, June
1998.

22 Blank Foot not e.

3 Epa regul ations require one flight attendant for every 50 seats. As the typical 737
has 132 seats, this translates into 3 flight attendants.
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Pi per PA-28 airplane over Cerritos, California in 1986.%° However
| ooking at the nunber of accidents including aircraft covered by
this proposed rule and the nunber of fatalities on the ground
over the last ten years, the average fatality was less than 0.5
persons per accident. Therefore, the FAA will not assume any
ground fatalities in this analysis.

In order to provide a benchmark conparison of the expected safety
benefits of rul emaking actions with estimated costs in dollars, a
mninmumof $2.7 mllion is used as the value of avoiding an
aviation fatality (based on the willingness to pay approach for
avoiding a fatality). Applying this value, the total fatality

| oss of a single Boeing 737 is represented by a cost $210.6
mllion (78 x $2.7 nmillion).

Quantified undiscounted estimted costs of a single donestic
terrorist act on civil aviation are summarized on Table 7.

Number Value Total Cost
Fatalities®® 78| $2,700,000| $210,600,000
Aircraft?®’ 1} $16,500,000| $16,500,000
Property 1{ $12,508,028 $12,508,028
Investigation®’ 1| $28,640,637| $28,640,637
Legal Fees®’ $3,569,383 $3,569,383
Total $271,818,048
Total, discounted $190,908,689

Source: U.S. DOTI, FAA, APO-310, March 1999.

Certainly the primary concern of the FAA is preventing |oss of
life, but there are other considerations as well. Another |arge

** This took place on August 31, 1986. The AeroMexico airplane was a DC-9, and all 64 on
board were killed. Ei ghteen others were killed, including 3 in the Piper and 15on the
ground.

% Footnote Bl ank.

2" Footnote Bl ank.

*® This assessment is based on the investigation to date on Pan Am 103 bonbing over
Lockerbie, Scotland, in Decenber 1988.

* Both the civil and crininal trials stemming from the Pan Am 103 tragedy have not yet
been conpl et ed. Thus, it is inpossible to estimate all the legal costs from these trials.
However, the governnent spent between $3,569,383 (1998 dollars) on the civil trial as of
August 1992, so this figure will be used as a lower limt for such tragedies.

30




econom c inpact is related to decreased airline travel follow ng
a terrorist event. A study performed for the raa’® indicated that
it takes about 9 to 10 nonths for passenger traffic to return to
the pre-incident level after a single event.’® Such a reduction
occurred imrediately follow ng the destruction of Pan Am Flight
103 over Lockerbie, Scotland in Decenber 1988, and can be seen in
Tabl es 8a, and 8B, which are based on Pan Ams Trans-Atlantic

enpl anenent s:

TABLE 8A - PAN AM - MONTHLY ENPLANEMENTS FOR TRANS-ATLANTIC ROUTES
1985 1986 1987 1988 1989 1990

Jan 364,182 394,938 429,627 497,908 405,876 494,168
Feb 314,873 334,406 360,140 434,335 324,156 407,373
Mar 296,733 422,164 473,734 573,078 449,154 531,867
Apr 337,936 401,276 525,844 599,707 513,900 587,046
May 502,857 438,585 596,839 656,265 574,414 624,165
June 569,492 481,808 663,563 718,781 660,945 734,271
July 572,062 503,910 715,506 730,224 671,131 734,881
Aug 568,605 573,630 746,261 752,226 677,074 663,405
Sept 567,147 538,396 659,922 687,924 622,350 566,867
Oct 498,354 493,161 645,901 668,763 581,780 261,280
Nov 395,361 429,760 507,773 494,815 499,130 287,110
Dec 399,508 439,083 516,347 488,812 507,562 226,510

Total 5,387,110{5,451,117|6,841,457|7,302,838|6,487,472

Source: U.S. DOT, FAA, APO 310, April 1999.

| TABLE 8B - COMPARISON OF SELECTED YRARS FROM TABLE 8A|

Conparison of | Conparison of [Conparison of
1988 to 1987 | 1989 to 1988 | 1990 to 1988
Jan 115. 9% 81. 5% 99. 2%
Feb 120. 6% 74. 6% 93. 8%
Var 121. 0% 78. 4% 92. 8%
Apr 114. 0% 85. 7% 97.9%
May 110. 0% 87. 5% 95. 1%
June 108. 3% 92. 0% 102. 2%
Jul'y 102. 1% 91. 9% 100. 6%
Aug 100. 8% 90. 0%
Sept 104. 2% 90. 5%
Oct 103. 5% 87. 0%
Nov 97.4% 100.9%}
IDec 94 . 7%l 103.8%l

Source: U.S. DOT, FAA, APO 310, April 1999.

As the tables show, in general, 1988 enplanenents were above
1987's. There was a dramatic fall-off in enplanenent in the

3 Pail en-Johnson Associates, Inc., "An Econonetric Mdel of the Inpact of Terrorism on
U.S. Air Carrier North Atlantic Operations", Contract No. DTFAOl-86-Y-01055, Prepared for
Aircraft/Interactively & Safety Branch, FAA Washington D.C., Sept. 1987

*' No study has |ooked at the effect of more than one explosion or other crininal or
terrorist incident, such as the plot masterm nded by Ranzi Yousef to blow up twelve

ai rplanes, happening within a short period of tine. The anount of market l[oss (due to a
disruption in passengers' confidence to fly) from these nultiple acts (such as Cdass |
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first 3 months of 1989 immedi ately follow ng the Pan Am 103
tragedy, and it took until Novermber 1989 for enplanements to
approxi mate their 1987 and 1988 levels. By 1990, enplanenents
were at the level they were in 1988. Trans-Atlantic enpl anements
increased, from 1985 to 1988, at an annual rate of 10.7 percent.?*
Projecting this rate to 1989 woul d have yiel ded 1989 enpl anements
of 81 mllion, or 1.6 mllion nore than Pan Am actually
experienced. This represents alnmost a 20 percent reduction in
expected enpl anements caused by the destruction of Pan Am 103 by
terrorists.

The estinmated effect of a successful terrorist act on the
donestic market has not been studied. Although there are
important differences between international and donestic travel
(such as the availability of alternative destinations and neans
of travel), the FAA believes that the traffic |oss associated
with international terrorist acts is representative of the
potential donestic disruption.

There is a social cost associated with travel disruptions and
cancel | ations caused by terrorist events. The cost is conposed
of several elenments. First is the |oss associated with
passengers opting not to fly -- the value of the flight to the
passenger (consumer surplus) in the absence of increased security
risk and the profit that would be earned by the airline (producer
surplus). Even if a passenger opts to travel by air, the
additional risk nay reduce the associated consuner surplus.
Second, passengers who cancel plane trips would not purchase

ot her goods and services nornmally associated with the trip, such
as neals, lodging, and car rental, which would also result in

| osses of related consuner and producer surplus. Finally,

al t hough spending on air travel woul d decrease, pleasure and

busi ness travel ers may substitute spending on other goods and
services (which produces sone value) for the foregone air trips.

Expl osi ons) could have been significant.

32 The only substantive pause in the increase in Pan Am enpl anenments occurred from May
through October in 1986, due to fears brought on by the bombing of TWA 840 over the Aegean
Sea, in April 1986.
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Econonmic theory suggests that the sum of the several societa

val ue inpacts associated with canceled flights would be a net
loss. As a corollary, prevention of market disruption
(preservation of consuner and producer welfare) through increased
security created by the proposed rule is a benefit.

The FAA is not able to estimate the actual net societal cost of
travel disruptions and the corollary benefit gained by preventing
the disruptions. However, there is a basis for judging the

l'i kelihood of attaining benefits by averting market disruption
sufficient, in conbination with safety benefits, to justify the
proposed rule. The discounted cost of this proposed rule is $2.0
billion, while the discounted benefits for each dass | Explosion
averted (from Table 7) cones to $190 million. Hence, if only 1
Cass | Explosion is averted, the present value of |osses due to
mar ket di sruption nust at |east equal $1.8 billion ($2.0 billion
less $190 million -- one Cass | Explosion). If two dass

Expl osions are averted, the value of the market |osses nust at

| east equal $1.6 billion ($2.0 billion less 2 tines $190

mllion).

The value of market |oss averted is the product of the nunber of
foregone trips and the average market |oss per trip (combination
of all inmpacts on consuner and producer surplus). |f one uses an
average ticket price of $160 as a surrogate of the conbined |oss,
preservation of 11.2 million lost trips would be suffered, in
conbination with the safety benefits of 1 averted C ass |
Explosion, for the benefits of proposed rule to equal costs.

This represents 3 percent of annual donestic trips (the traffic

| oss caused by Pan Am 103 on trans-Atlantic routes was 20

percent) .** Calculations can be nade on the nunber of averted
lost trips needed if the net value |oss was only 75 percent of
the ticket price or exceeded the ticket price by 25 percent. If
total nmarket disruption cost was $130 or $200 per trip, retention

33 The average price of a ticket and the nunber of domestic enplanements were estimated
based on information contained in the report entitled FAA Aerospace Forecasts: Fi scal
Years 1999-2010, Tables 7 and 12, FAA-APO-99-1, March 1999. Total domestic trips in 1998
was 396 mllion and was obtained by assuming 1.4 enplanenments per one-way trip.
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of 13.8 and 9.0 nmillion lost trips, respectively, would need to

occur for the proposed rule benefits to equal the proposed rule

costs, assuming 1 Cass | Explosion would be prevented. The FAA
requests comments on the potential size of narket |oss per trip

and number of lost trips averted.

Tabl e 8C presents conbinations of the total nunber of trips not
taken as a result of one to four Cass | Explosions at
alternative values per lost trip that would be sufficient to
generate nonetized benefits in excess of the estimted proposed
rul e costs.

Table 8C - M ninmum Nunber of Trips Not Taken as a Result of One
to Four O ass | Explosions Avoided (for Benefits to Equal Costs)

Nunber of d ass

| Expl osi ons Assuned Net Market Loss Per Trip
Avoi ded (in 1998 Dol lars)
: $130 $160 $200
1 13.8 mllion 11.2 mllion 9.0 mllion
2 12.2 mllion 10.0 mllion 8.0 mllion
3 10.9 mllion 8.8 mllion 7.1 mllion
4 9.4 mllion 7.6 mllion 6.1 mllion

Source: FAA,  APO 310, MNarch 1999.

The FAA stresses that the range of trips not taken in Table 8C is
shown for illustrative purposes and does not represent an
explicit endorsement that these would be the exact nunber of
trips that would actually be lost. As noted above, it is
inmportant to conpare, to the limted extent possible, the cost of
this proposal to some estimate of the benefit of increased
security it would provide as that |evel of security relates to
the threat |evel

Based on the Wiite House Conmi ssion recommendation, recent

Congr essi onal nandates and the known reaction of Anericans to any
air carrier disaster, the FAA determines that pro-active
regulation is warranted to prevent terrorist acts (such as d ass
| Expl osions) before they occur.
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V. ANALYSI S OF ALTERNATI VES TO THE NPRM

The proposed rule is a "significant regulatory action" as defined
by Executive Order 12866 (Regulatory Planning and Review) because
it would inpose costs exceeding $100 mllion annually. The E Q
requi res that agencies proposing significant rules provide an
assessnment of feasible alternatives to their respective

rul emaki ng actions. In addition, the E.O requires that an

expl anation of why the proposed rule, which is significant, is
preferable to the identified potential alternatives. This
assessment of alternatives is discussed as follows:

The FAA identified and considered six alternatives, with
Al ternative Nunber Five being chosen as the proposed rule.

Alternative Nunber One - The Status Quo

This alternative would naintain the status quo. Currently, the
FAA mandat es manual passenger profiling and passenger baggage
mat ching based on this profiling only in situations where the
FAA has determined that a heightened security threat exists.
Manual passenger profiling is perforned on a contingency basis
when the FAA issues specific Security Directives (SDs). SDs
are tenporary conditions which are considered part of the status
quo. Wiile costs are incurred to inplement manual passenger
profiling whenever a threat exists, they are not considered

per manent costs because they are associated with procedures
required by energency, tenporary security rules.

Al though this alternative would be the |east costly course of
action in terms of air carrier costs and passenger delays, it
provi des no increased security protection. The FAA believes
that the threat to civil aviation within the United States has
increased and further rul emaking is necessary as discussed in
the benefits section of this analysis. This alternative is
consi dered to be unacceptabl e because it would all ow domestic
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airline passengers to remain exposed to a significant terrorist
risk.

Alternative Nunber Two - Phasing-in the nmandatory use of
Expl osives Detection System (EDS) (W thout requirenent for CAPS)

Alternative 2 would phase in the nandatory use of EDS over a 10-
year period of time, at a rate of 10%per year. By the end of
the first year, approximtely 10% of all passengers and baggage
woul d be covered, by the end of the second year, 20% of all
passengers and baggage woul d be covered, etc. Under Alternative
2, air carriers without EDS would be required to continue
performng their status quo security procedures until they are
provided with EDS equi pnent.

Over 10 years, total EDS costs sumto $2.1 billion ($1.4 billion,
discounted). O these costs, initial acquisition, installation
and training costs sumto $815.8 mllion ($571.8 mllion,

di scounted), while recurring costs sumto $1.3 billion ($808.2
mllion, discounted). Detailed information on how these nunbers
were derived can be found in Appendix Ato this RA

In terns of benefits, explosive detection system equi pment offers
the highest level of security against explosives being stored in
the cargo conpartnents of airplanes. EDS is able to exam ne al
baggage that passes through on a conveyor belt. Baggage that
clears on the first leg of travel does not require re-exam nation
with subsequent transfers to other flights or other air carriers.
Therefore, air carrier personnel would not be required to nonitor
and process each piece of baggage during each section of the
passenger's flight.

Alternative 2 would, over the initial 10 year period, probably
provide, on average, |ess quantifiable benefits than the

proposal . In the first year, only 10% of the passengers and
baggage would be covered, so only 10% of the potential increase
in overall security (and hence, benefits) associated with EDS
would be attained. In the second year, as 20% of the passengers
and baggage woul d be covered (resulting from10%in the first

36




year and then 10% the second year), 20% of the increase in
benefits associated with EDS would be attained. Only during the
tenth year would there be full augmentation of EDS, and
attainnent of the full increase in security (and hence, benefits)
associated with EDS. Averaging these increases over 10 years
yields only 55% of the full EDS benefit.’* This contrasts with
the benefits of this proposal where each year there would be the
full attainment of the proposal's benefits.’?

The FAA believes that where it is applied, EDS would be nore
effective than the proposal, so total benefits from 100% EDS
woul d be higher than the proposal.?*® The increnental increase
over the proposal's benefits cannot be described in this docunent
because the actual quantification of this level of security,

based on all the variables involved, is classified. However, the
benefits of conplete EDS inplementation would need to be roughly
twice that of the proposal for Alternative 2 to be superior to

it.

This goal of using EDS for 100% of its flights cannot be

i npl enented i mredi ately due, anmobng other reasons, to the |ack of
production capability. This lack of full EDS coverage woul d | ead
to a window of vulnerability as only sone flights would be
covered, so this would not counter the increased threat.

Under Alternative 2, the step-by-step, annual inprovenents in the
| evel of security would lead to a bifurcated security program

The public would realize that sone flights would be safer than
others. Terrorists nmight be able to determne which flights are
using EDS and act accordingly, potentially resulting in an

ai rpl ane expl osi on

3 This is derived by sumring the proportion of total benefits attained for each year and
dividing by 10.

3> The FAA calculated the benefits to this proposal by first quantifying the costs of
Class | Explosions, and then assumng that they would have an equally l|ikely chance of
being prevented in any given year.

*¢ source: The Office of Civil Aviation Security (ACS), FAA, February 1998.
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Al ternative Nunber Three - Requiring 100% passenger baggage
mat ching of each carrier while phasing-in mandatory use of EDS

This Alternative woul d supplement the EDS required in Alternative
2 by requiring 100% passenger baggage matching for those flights
whose baggage is not processed by EDS until EDS becones

avai l able. Hence, the first year would have 10% of the
passengers and baggage covered by EDS and 90% by passenger
baggage matching, the second year woul d have 20% covered by EDS
80% by passenger baggage matching, etc., until the tenth year

whi ch woul d have 100% of the passengers and baggage covered by
EDS.

Alternative 3 would conbine the costs of EDS (as shown in
Alternative 2) to the costs of those flights on which ful
baggage natching is used. Over 10 years, total EDS costs sumto
$2.1 billion ($1.4 billion, discounted). The costs of baggage
mat ching portion of Alternative 3 would be $4.6 billion ($3.7
billion, discounted), wth the passenger baggage matching start
up and operation costs at $3.8 billion ($3.0 billion,

di scounted), and delay costs at $819.4 nillion ($640.4 nillion,
di scounted); there would be no CAPS costs. Hence, total 10 year
costs for Alternative 3 would be $6.7 billion ($5.0 billion,

di scount ed) .

Alternative 3 would yield the highest [evel of security of any of
the Alternatives considered.?” The actual quantification of this
| evel of security, based on all the variables involved, is
classifi ed.

Alternative 3 could produce major operational problems. Large
nunber of donestic flights are scheduled in hub and spoke systens
where at present passengers can check in quite close to the
departure. Under this Alternative, a 100% passenger baggage

mat chi ng schema woul d probably result in substantial flight

del ays due to the unl oading of unmatched baggage on one flight.
These initial delays would inpact on and del ay some connecting
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flights. The result could be a daily ripple effect which gets
worse as the day wears on; each day's effect woul d have the
potential to affect the following day's operations as airplanes
and flight crew nenbers mght not be positioned at the proper
airport at the end of each day. The additional security

requi renents for each passenger on each flight could also
overload the system The space and tine required for screening
all checked baggage by EDS coul d cause severe congestion at
existing airport facilities. These operational burdens on air
carriers would result in both fewer flights and passengers paying
more for tickets.

The FAA has very high confidence in the effectiveness of the
proposed rule in terns of countering the current threat. In
other words, the FAA believes that nobst of the current threat
coul d be successfully countered through the use of CAPS and
passenger baggage nmatching for selected passengers. Alternative
3 would be nore effective in countering the threat, but the FAA
does not believe that the incremental increase in security
provided by Alternative 3 is worth the additional cost of this
Alternative -- about $4 billion nore than the proposed rule.

Wiile it is difficult to quantify these different levels of
effectiveness, one way of looking at this mght be to say that
the proposed rule could conceivably counter, for instance, 90% of
the threat. Alternative 3 might counter 99% of the threat.

Hence, if 90% of the threat could be countered for $2.8 billion,
but an additional 10% coul d be countered for an additional $3.9
billion, it would not be cost beneficial to spend this additiona
anount of noney for this increase. Increases in costs would nore
than double in order to gain perhaps 10%in extra security over

t he proposed rule.

*7 Source: The Office of Civil Aviation Security (ACS), FAA, February 1998.
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Al ternative Nunber Four - Passenger Baggage Matching on randomy
sel ected passengers while phasing-in EDS

Like Alternatives 2 and 3, Alternative 4 would nove towards a
security system based on EDS screening. Random sel ection, rather
than CAPS, woul d determ ne which passengers woul d be subject to
passenger baggage mat chi ng.

The FAA believes, for analyzing this Alternative, that a 10%
screening rate would be an effective randomrate to provide
deterrence to terrorists.’® As in Alternatives Nunbers 2 and 3,
EDS woul d be phased in, so that, for the first year, 10% of the
passengers and baggage woul d be subject to the full use of EDS
and 90%to this reduced (10% screening rate, for the second
year, 20% woul d be subject to EDS, while 80% woul d be subject to
this reduced (10% screening rate, etc. The partial passenger
baggage matching cost portion of this analysis was cal cul ated
based on the 5% passenger bag nmatching costs discussed above.

The start up and operating costs under this Alternative would be
the sane as for the 5% passenger baggage matching scenario, while
the system delay costs would be double that of the 5% scenari o.
Ten year costs for the partial passenger baggage natching portion
of this scenario would be $1.4 billion (net present value, $1.1
billion), with the passenger baggage natching start up and
operating costs at $1.0 billion ($816.9 nillion, discounted), and
system del ay costs at $373.8 mllion ($292.1 nillion,

di scounted); there would be no need for, and hence, no costs for
CAPS. Wth total EDS costs at $2.1 billion ($1.4 billion,
discounted), total 10 year costs for Alternative 4 sumto $3.5
billion ($2.5 billion, discounted).

As above, the FAA believes that where it is applied, EDS woul d be
more effective than the proposal, so total benefits from 100% EDS

3 This is 10% random rate is different than the projected 5% sel ectee rate from CAPS.

The 5% selectee rate would be based on specific variables that neet the profiles that the
FAA would want to nonitor nore closely through baggage matching. This not a pre-selected
rate, but rather an assunption based on data and testing to date. On the other hand, this
10% rate would be a random rate where everyone would have an equally |ike chance of being
selected; the FAA believes that this rate would provide a deterrent effect.
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woul d be higher than the proposal; the increnental increase over
the proposal's benefits can not be quantified in this docunent.
However, even with the greater effectiveness of EDS, the major
problemw th this Aliternative is the window of vulnerability that
would still exist. In the first year, 90%of flights would
depend on a randomy sel ected passenger baggage matchi ng schena
that woul d be nuch less effective than CAPS. As discussed above
t he FAA assunes that CAPS would be very effective in countering
the threat. Selecting 10% of the passengers at random would, on
these flights, yield benefits only 10% of those that would be
derived fromthe proposal. Until the tenth year, where full EDS
i npl enentati on woul d be expected, there would be a nmjor
shortfall in benefits.

This goal of using EDS for 100% of its flights cannot be

i npl enented i nmedi atel y due, anong ot her reasons, to the |ack of
production capability. Even when partial EDS is conbined with
random baggage matching, only sone flights would be covered, so
many flights would remain vulnerable. Gven that this
Alternative is nore expensive than the proposal, yet does not
close the window of vulnerability, the FAA rejects this

Al ternative.

Al ternative Nunber Five - Baggage Matching on
Passengers Sel ected by CAPS Wth Use of EDS, Were Avail able

This alternative represents is the proposed rule, which was
costed out in the discussion above.

Al ternative Nunber Six - Perform ng Passenger Baggage Matching on

a [imted nunmber of CAPS sel ect ees

Alternative 6 would be a nodification of the proposed rule in
that the air carriers wuld use CAPS to formthe pool of

sel ectees, but would only subject a random nunber of these
sel ectees to passenger bag natching

Simlar to the proposal, the per departures costs woul d be based
on the 5% passenger bag matching costs. For anal ysis purposes
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for Alternative 4, the FAA is assuming that 50% of the pool of

sel ectees woul d be subject to passenger baggage natching. This
yields ten year costs of $1.6 billion ($1.1 billion, discounted),
with the passenger baggage matching costs at $1.2 billion ($881.4
mllion, discounted), delay costs at $252.7 million ($174.784.1
mllion, discounted), and CAPS costs at $69.2 million ($50.9
mllion, discounted).

Thi s proposal bases benefits on perform ng passenger baggage

mat chi ng on 100% of selectees. Reducing this pool would reduce
the protection based on CAPS and passenger bag matching and woul d
increase the |ikelihood of someone who was a sel ectee but whose
was exenpted under this Aternative being able to cause an
explosion on an airplane. The FAA believes that this reduction
in security is nearly linear; there would be sone (non-
quantifiable) reduction in the threat based on the deterrence
aspect of this Alternative? Hence a 50%reduction in the poo
woul d bring about a nearly 50% reduction in benefits from current
| evel s.

The major problemwth this scenario is that it wuld offer a

| ower |evel of security and would anmount to reducing the val ue of
the CAPS criteria. As discussed above, the FAA assunes that CAPS
woul d be very effective in countering the threat. Selecting 50%
of the passengers at random woul d yield benefits equal to roughly
hal f of those that would be derived fromthe proposal. This
woul d open up and continue to be a wi ndow of vulnerability on
every flight, as only sone passengers would be covered, so this
woul d not eradicate the increased threat. It does not enhance
security to establish a conputerized automated profiling system
to sel ect passengers based on a set of criteria and then ignore
some of these selectees, hoping that the deterrence value of the
possibility of being selected woul d equal or outweigh the costs
and benefits of perform ng baggage matching. This Alternative

3% Since all CAPS selectees would have an equally likely Iikelihood of being subjected to
baggage matching, this probability would have a deterrent effect on any potential
terrorist.
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could thus allow for the possibility of soneone who was a
sel ectee but whose baggage was not subject to passenger
mat ching being able to cause an explosion on an airplane.

baggage

Tables 9a and 9B sum up those costs regarding the aforenentioned
al ternatives,

whil e Table 9c summari zes the benefits di scussions:

ALT.
PASSENGER
BAGGAGE MATCHI NG
Passenger Baggage Matching -
Start Up and Qperating Costs $0.Q $3,802.4| $1,009.2(%1,233.9
Passenger Baggage
Mat ching - Delay Costs $0.0 $819. 4 $373.8| $252.7
CAPS $0.0 $0.0 $0.0 $69. 2
Tot al Passenger
Baggage Mat chi ng $0.0 $4,621.8/ $1,383.0[%$1,555.8
EDS $2,127.0] $2,127.0| $2,127.0 $0.0
TOTAL COSTS $2,127.0| $6,748.8| $3,510.0|$1,555.8

PASSENGER
BAGGAGE MATCH

Passenger Baggage
Matching - Start Up

and Operating Costs $0.0 $3,014.3 $816.9 $881.4
Passenger Baggage
Matching - Delay Costs $0.0 $640.4 $292.1 $174.7
CAPS $0.0 $0.0 $0.0 $50.9
Total Passenger
Baggage Matching $0.0f §3,654.6| $1,109.0| $1,107.0
EDS $1,380.0 $1,380.0 $1,380.0 $0.0
TOTAL COSTS $1,380.0| $5,034.6| $2,489.0/ $1,107.0

3 ALT. 6
Benefits would | Alternative Window of . Window of
need to be woutd overtoad | vulnerabitity vut nerabi-tity
nearly twce the system for |would still woul d exi st
t hat of m nor increase | remain on those on all
Pr oposal in overall flights using a | flights
benefits random sel ecti on
process for
baggage matching
Source: U S DOT, FAA, APOC 310, April 1999.
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VI. INITIAL REGULATORY FLEXI BILITY DETERM NATI ON AND
ANALYSI S

A Initial Regulatory Flexibility Determnation

The Regul atory Flexibility Act of 1980 (RFA) was enacted by
Congress to ensure that small entities (small business and small
not-for-profit government jurisdictions) are not unnecessarily
and di sproportionately burdened by Federal regulations. The RFA
whi ch was amended March 1996, requires regulatory agencies to
review rules to determne if they have “a significant econonic

i npact on a substantial nunber of small entities." The Small
Busi ness Administration defines small entities to be those
airlines with 1,500 or fewer enployees for the air transportation
industry. For this proposed rule, the small entity group is
consi dered to be scheduled air carrier operators utilizing
aircraft with 61 or nore passenger seats subject to FAR part 108
and having 1,500 or fewer employees.‘® The FAA has identified a

total of 12 operators that neet this definition, as shown in
Tabl e 10A.

The FAA has estimated the annualized cost inmpact on each of those
12 small entities potentially inpacted by the proposed rule. The
proposed rule is expected to inpose an €stimated total cost of
$122 mllion on the 12 small entities over the next 10 years.

For purposes of this rul emaking, one-percent of t he annual medi an
revenue estimted for 1998 ($823,000, in 1998 dollars) of the 12

small entities inpacted by this proposed rule, is considered
economcally significant. As Table 10A shows, 5 of the 12 smal

entities subject to part 108 woul d incur a significant economc
impact in the formof annualized costs in excess of $823,000 as
the result of the proposed rule. The FAA concludes that the
proposed rule would have a significant econonmic inpact on a
substantial nunber of small entities, and has prepared an initia
regulatory flexibility analysis shown bel ow.

*° The Standard Industrial Classification Code for these small entities is 4512, which
represents "Scheduled Air Passenger Carriers."”
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B. Initial Regulatory Flexibility Analysis

Under Section 603(b) of the RFA (as anended), each initia
regulatory flexibility analysis is required to address these
points: (1) reasons why the FAA is considering the proposed rule,
(2) the objectives and legal basis for the proposed rule, (3)the
kind and nunber of snall entities to which the proposed rule
woul d apply, (4) the projected reporting, recordkeeping, and

ot her conpliance requirements of the proposed rule, and (5) all
Federal rules that may duplicate, overlap, or conflict with the
Proposed rule.

Reasons why the FAA is considering the proposed rule

Over the past several years, the FAA has recognized that the
threat against civil aviation is changing and growi ng (see either
t he background section of this RIA or the background section of
the preanble for a nore detailed discussion of this threat).
Terrorist and crimnal activities within the United States have
forced the FAA and other federal agencies to reevaluate the
donmestic threat against civil aviation. The proposed rule is
intended to counter this increased threat to U.S civil aviation
security.

The objectives and | egal basis for the proposed rule

The objective of the proposed rule is to increase protection to
Arericans and others traveling on U S. donmestic air carrier
flights from terrorist acts. Specifically, the proposed rule is
aimed at preventing explosives from being placed on board
comrercial flights in checked baggage.

The legal basis for the proposed rule is found in 49 U S.C. 44901
et seq. Among other matters the FAA nust consider as a

matter of policy are maintaining and enhancing safety and
security in air comrerce as its highest priorities (49 U S.C
40101(d)).
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The kind and nunber of snall entities to which the proposed rule
woul d apply

The proposed rule applies to 32 scheduled airlines subject to FAR
part 108, of which 12 are small schedul ed operators (with 1,500

or fewer enployees) that use aircraft with nore than 60 passenger
seats (see table 10B below).** A brief financial profile of these
small entities is provided in Tables 11A (net incone) and 11B
(assets, liabilities, and financial strength ratios) by category:
nationals, large regionals, and medi um regionals.

Table 10B - Nunber of Air Carriers Inpacted by Proposed Rule

Annual Revenues Total No. of No. of Small
Cateqory By Cateqory Entities Inpacted Carriers |npacted
Maj or s More than $ 1.0b 9 0
Nati onal s $100.0m-$ 1.0b 14 3
Large Regionals $ 20.0m-$99.9m 6 6
Medi um  Regional s $ 0.0m-$19.9m 3 3
Tot al 32 12

The projected reporting, recordkeeping, and other conpliance
requi renents of the proposed rule

As required by the Paperwork Reduction Act of 1995 (44 U.S.C
3507(d)), the FAA has submtted a copy of these proposed
sections to the O fice of Minagement and Budget (oMB) for its
revi ew

Each of the 32 operators affected by this proposal would need to
conply with an FAA approved security program plan based upon
either CAPS, or 100 percent PPBM screening or checked baggage

““In this RIA, the FAA estimated 32 air carriers that would be potentially inpacted by
the proposed rule for CAPS. This is the number of air carriers holding Department and FAA
authority to operate airplanes having nore than 60 seats that actually engaged in

schedul ed operations and filed Form 41 reports reflecting those operations as of April
1999. The FAA recognizes that this estimate does not include any air carriers that

recei ves schedul ed passenger authority since that time. Such air carriers not operating
under such authority at the tinecould be inmpacted by this proposed rule. The FAA will re-
evaluate the inmpact of this proposal on operating scheduled air carriers prior to
publication of a final rule.
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=
Total No. Domestic | Domestic | Domestic [ Domestic 10-Year
Small of Entities Operations': Operationsl Operations:| Operations: | Annualized
Impacted Net Income Net Incom¢ Net Incom¢ Net Income Cost of
by NPRM, or (Loss)*1 or (Loss)’T or (Loss)‘ T or (Loss)' ' Compliance
Air Carrier (Domestic Operations) by Category | 1994, $000[ 1995, $000|1996, $000[1997, $000 (1998, $000)
B ) Column A Column B Column C Column D Column E Column F
NATIONALS: 3 R
1]AIR WISCONSIN AIRLINES CORP - UNITED $2,476 $3,124 $3,790 $3,675 $266
2|MIDWAY AIRLINES CORP ($21,657) ($116) ($4,496) $23,495 $58.1
3[KIWI INTERNATIONAL ($18,054) ($771) $1,261 | ($20,600) $1,335)
LARGE REGIONALS: 6 T
4JAIR TRAN AIRLINES $20,772 | $67.883 | ($41,463)| ($15,344)| $3.510|f
5|FRONTIER AIRLINES [ ($5.076)] ($8,208)] ($8.,080)] ($18,945)] $3.409]
6|MESABA AIRLINES® INot Available [Not Available [Not Available |~ $11,038 | $859)
7|REEVE ALEUTIAN AIRWAYS INC (31,967)] ($1,698)] ($1 .930)] ($2,376) $700f
8|SPIRIT AIRLINES INC $1,762 | $2684 | (34,818)  ($609) $207]|
9|UFS INC [UNITED EXPRESS] $1,347 | $1,840| $1,593 $514 s131
MEDIUM REGIONALS: 3
10|PROAIR AIRLINES’ Not Available | Not Available | Not Available | Not Available | $193
11|EASTWIND AIRLINES® | Not Available | (32,71 1)] (85,051 )]  ($6.557)] $206
12|VANGUARD AIRLINES | ($3,028)] ($11,362)] ($24,057)] ($21,690)| $735

' For period of September 30, 1996 to September 30, 1997. Net income shown for years 1994-1996 pertain to January through December of those respective years.

* Financial information was obtained from the Air Carrier Financial Quarterly for 1994 - 1996 (4th Quarter: December ‘94 to December ‘96)

and 1997 (Third Quarter: September ‘96 to September '97), Bureau of Transportation Statistics, Office of Airline Information, U.S. Dept. of Transportation.

2 This year's financial information is not available for the subject air carrier because it did not receive its effective operating authority (as a large pax air carrier) until April 1997.

% This year's financial information is not available for the subject air carrier because it did not receive its effective operating authority (as a large pax air carrier) until June 1997
* This year's financial information is not available for the subject air carrier because it did not receive its effective operating authority (as a large pax air carrier) until August 1 9¢

48

| Represents an air carrier recently added as a small entity.



o]
<

Jeah siy) Buunp Jaweo sie xed | v w04 abse; e se Bunesado 1ou sem Aue fjews sy Aus Jews iyl Joj 319V IVAY LON S uoneuuojus [elaueuy sjeah siyy
(Ausuend S40Vv 8Ul uo PajoU Jeak 1sa1e) Jeak JUBLIND 3yl 0) snoirasd ay) J0 Jequadeq woJj ase SIS02 |1y 6661 udy '01LE-OdY 'YV 32:n0S

/10 .10 650 9.0 one Yot
9¢€°0 9€°0 €Ll 801 oney Juelinn
(019'129) (019'123) /G611 1918 [eyde) buniom 1N
6.9'G$ £5G'€ES EV6'LLS 649'G$ £GG'cES EP6'LLS ZEL'GS $0.°'8% 198'6% 6¥5°1$ ££0°2¢ ¥61'28 wE—Er
8¢ 620 0£0 90°'¢ ojeyyommp
A4} 6€°0 9£°0 LvE oney Jjueun)
£61°228 (Z12'6¢3) (8vp'Geg) 1/t'018 fexdery Bubiiopm 16N
GE€G' /9% $08'2G$ 156'v.$ 0v0'6L$ L1£'G9% G99'GZ$ 126'91$ || ¥9/'65% 9i€'0z$ | /86'219$ 8€Z'v$ 6018 d
060 0.0 ¥90 690 oney 3Nt
6C'L 801 201 80°L oney yueinn
G968 0€.$ /18 [ 4% [eyded Bunjiopm 18N
$88°/$ ¥12'8% 6/2'11$ 292'9% L6'8% 1/9'6% 209'G%$ £08'8% 116'8% LIS'YS 029'9% ¥914$
842 52T e BY'C ofjey 3ainp
96'9 GG'E vil 192 oney juein)d
v8'v8$ £YE'081S £05'€9% S85'098 [eydeD BUDLIOMIGN
110'88% | 424 4% 880°'66$ 90€'v61$ | 869'0/$ 5400 162¢ | oev'ov1$ | 682'988 | 88/'6vL$ | £l2'e6$ | /6G'/e$ | ZRL'aeg SANITHIY NVML NIV Is
8b°0 L0 8€0 960 oney ¥
¥9'0 250 12°0 201 Ofjey] Jue.n))
(018'£8) (2/€'89%) (9vE'eg) 9G1$ jeyded Bupiiop JoN
6v2'01$ Liv'Lzs L09'€L$ 6£5'G$ 65218 | €22'6% €OP'v$ €pO'LLS | 262'8% 09828 ¥02'8$ 09e°'g$ ONISININIV LIS g |
LE0 0y'0 090 090 oney 3oIind
£9'0 v.'0 AN GZ'i oney juennd
(G/G'€$ (869'L$) £€8/% G/2°'1% [eyded bunjiopm jeN
8EG'ES £59'6$ 820'9% 8£9'C$ 819'9% 026't$ £v.'Z$ 986'v$ 69¢'G$ 2e0'es 920'G$ 16£°9$ SAVMMIV NVUNITV IAIY [ ||
200 800 09°0 VN vIN VIN oney ¥
850 1£°0 2L0 VIN VIN V/IN oney juesind
(5z1'es) (069'v$) £68%) VN WIN WIN [ejidely BuniIop 16N
(42 Z\v'1$ 1828 G16$ 608'9% 61128 8/8°1% 8vi'e$ G62'2$ YN YiN YN SINITHIV ONIMLSYI Io
¥Z'0 080 €60 0g’L one ¥oinpd
PAN) G6'0 190 A" oney juernngy
(195°0¢8) (951" 1$) (661°99) 6EY'ES Jeynde Buniom 1eN
2GELLS 0/1'8v$ 609'21% ov.'ecs |[68G6'628 | s21'82% 182'6% 6£6'81$ ¥8E'ZI$ | 298'0L8 | 2E€'8% 122'11$ SINITHIV ¥3LLNOY A 1s
08} VIN V/IN VN YN YN VN v/N V/N VIN oney ¥aInd
20'C V/N V/N VN YN VIN VIN VIN VIN V/IN oney ueLnd
186' L9 VIN VIN VIN V/IN VIN VN V/N VN YIN euded Buniiop JeN
SvOv/8  JOSLuvS | LEL'ess YN YN YIN V/N YN YN yIN YN YN SINITNIV VEVSIN v
£v0 £2°0 62°0 250 oneY ¥oInH
€50 JA A €60 650 oljey juernd
615G 113) 925'2€$) (£90'/2%) (orL'GL$) [ejide) Buniom JeN
80/'0L% 50.2'v2$ 98L'EL$ 9z6'cls | ¥50°19% [ 825°'92$ 988'9L$ | v/b'1GS LIv'oe$ | /82'6L8 | 6SE'LES [ 612'228 TYNOILYNMILNI IMIN IB
V/IN VN V/N Y/N V/N V/N V/N VN YN V/N VN VN oney ¥oInp
Y/N VIN VIN V/N VN VN Y/N Y/IN V/IN Y/N /N VIN oney jJueliny
WIN VIN 2 VIN VIN VIN VIN VIN VIN VN VIN VIN jeyded buniiom jeN
Y/N Y/N VN VN Y/N V/N Y/IN Y/N Y/N Y/N Y/N V/N SIANITHIV MIVOdAd Iz
¥S'0 £9°0 120 190 oney %9ind
Ll [ZA JZAD vE'L 048y JueLny
GEL'ZS 690°'c$ £91'c$ 0Lv'es$ jeyded DUNIOM 1N
Lv8'9% 10921$ 9E.'vi$ 568'L$ $29'Zl$ | £69'GLS SE6°'8$ £99'21$ | 921’91 | 16098 996°'6$ 9/£'€1L$ SANITHIV NISNODJSIM NIV fL
000$ ‘2661 [000$ ‘2661 | 000% ‘2661 |000$ ‘9661 |000$ ‘9661 | 0008 ‘9661 [000$ ‘S661[000$ ‘S661 [000$ ‘S661(000$ ‘v661 {0008 ‘v661]000$ ‘v661 (suonesadp 2nsawoq) ‘ON|il
S1assy saniqger s1ossy s}assy sanqenr] sjessy .Sjessy sanliqer s1essy Sjossy sanyiger] Si9ssy J8p1ed Ny
Pellile) juaun)d waun) Flellile) juaun)d uauny ¥INY waun) uaun)d BIND uaun) waun)
18101 1ejoL €10




screening via an FAA certified EDS system  The FAA estimates
this conpliance effort would take place on a one-tinme basis and
i npose an additional 2 hours of clerical l|abor for each of the 12
smal| entities during the first year of conpliance (2000 only),
for a total of 24 hours (e.g., 12 x 2). In addition, air
carriers would need to retain the annual CAPS training records
for check-in air carrier personnel as evidence of conpliance.
The increase in the recordkeeping burden would be mnimal for
those air carriers to keep these additional training records;
this increase is estimated as an additional 5 mnutes per check-
in agent per year for both the first year and subsequent years.

Each small airline would have, on average, 100 check-in
personnel ; hence, each small airline subject to part 108

empl oying CAPS will have an annual recordkeepi ng burden of an
average of 8.3 hours of clerical |abor per year for a period of
10 years (based on having conpliance informati on avail able for
personnel requiring CAPS training), for a total of approximately
100 hours (calculation: 12 small entities x 8.3 hours) per year.
Therefore, the additional recordkeeping burden, which would apply
to all of the small entities, inposed by the proposed rule woul d
be 124 hours (calculation: 24 hours + 100 hours) in 2000 and 100
hours for each year during 2001 - 2009. The cost for this tine
woul d be $2,600 or an average of $218 per air carrier operator
for 2000. For the subsequent years (2001-2009), the additiona
cost for this tine for all small entities would be $2,100 or $176
per air carrier per year.

There are additional annual costs resulting fromthe collection
of information. The first year (2000 only) estimated cost for
the small air carrier operators is estimated to be $523,200 or an
average of $43,600 per air carrier operator. For each of the
years 2000 - 2009, the additional recordkeeping costs for all of
the snmall entities would be $96,500 per year or $8,000 per air
carrier per year.
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Al federal rules that nay duplicate, overlap, or conflict with
the proposed rule

The FAA is unaware of any federal rules that either duplicate,
overlap, or conflict with the proposed rule.

O her Consi derati ons:

Affordability analysis

For the purpose of this RFA, the degree to which small entities
can "afford" the cost of conpliance is predicated on the
availability of financial resources. [nitial inplenentation
costs can be paid from either existing conpany assets such as
cash, by borrowing, or through the provision of additional equity
capital. Continuing annual costs of conpliance may be
accomodat ed either by accepting reduced profits, by raising
ticket prices, or by finding other ways of offsetting costs.

In this analysis, one neans of assessnent of affordability
is the ability of each of the snall entities to neet their
short-term obligations, as shown in Tables 11A (net incone:
colums B through E) and 11B (working capital and financia
strength ratios). According to financial literature., a
conpany's short-run financial strength is substantially
influenced, armong other things, by its working capita
position and its ability to pay short-termliabilities.

Net working capital is the excess of current assets over
current liabilities. It represents the margin of short-term
debt paying ability over existing short-term debt. In
addition to the amount of net working capital, two

anal ytical indexes of current position are often conputed:
(1) current ratio and (2) quick ratio. The current ratio
(current assets divided by current liabilities) hel ps put

t he amount of net working capital into perspective by
showi ng the relationship between current assets and short-
run debt. And the quick ratio (sonetines called the acid
test ratio) focuses on immediate liquidity (cash, narketable
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securities, accounts receivable, etc., divided by current
liabilities). A decline in net working capital, the current
ratio, and the quick ratio, over a period of tine (say, 3
years, 4 years, etc.), may indicate that a conmpany is |osing
financial solvency. Negative net working capital is an
indication of financial difficulty. [f a conpany is
experiencing financial difficulty, it is less likely to be
able to afford additional costs.

There is an alternative perspective to the assessment of
affordability based on working capital of the proposed rule
for CAPS. The alternative perspective pertains to the size
of the annualized costs of the proposed rule relative to
annual revenues. The lower the relative inportance of those
costs, the greater the likelihood of inplenenting either

of fsetting cost saving efficiencies or raising fares to
cover increased costs wthout substantially decreasing
passengers.

The financial information shown in Tables “11aA” and “11B”
suggest the follow ng:

Liquidity Analysis/Profitability Analysis

e Based on current liquidity, at least three smal
entities would probably be able to afford the cost
of conpliance associated with this proposed rule.
These entities have experienced increases in their
net working capital as well as their current and
quick ratios over the past three or four years, as
shown in Table 11B. They are also generally
profitable and may, therefore, have financia
resources available to nmeet the requirenents of
this proposed rule

e For one currently profitable small entity, its
ability to afford the cost of conpliance is |ess
certain. This uncertainty stems fromthe fact that
there is no financial performance history for the
small entity from 1994 to 1996 because it has only
been operating as a |arge passenger air carrier
since second quarter of 1997. In 1997, this small
entity had a net working capital in excess of $40
mllion and its current and quick ratios are at
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| east 1.8, respectively. Wiile this information is
very positive, it does not necessarily serve as an
i ndi cator of future performance, especially in
['ight of the proposed rule.

For another air carrier, there is greater
uncertainty than that for the aforenmentioned air
carrier. Uncertainty for this entity is due to the
fact that it has no financial performance history
from 1994 to 1997. This lack of financial
information is due to the fact that this air
carrier did not receive its effective operating
authority until md 1997. Its ability to conply
with the proposed rule and renmain in gusiness IS
unknown due to the lack of financial information on
its performance history.

The current liquidity of the renaining seven small
entities wll require action to finance the
expected cost of conmpliance inposed by this NPRM
Over the past two or three years, each of these
smal | entities has had negative net working

capital. In addition, their respective current and
qui ck ratios have generally been.on a decline.

They have frequently experienced financial |osses.

Rel ati ve Cost Impact

The other alternative of assessing affordability,
annual i zed cost of conpliance relative to the tota
operating revenues, for each of the 12 snal
entities inpacted by this NPRM shows relatively
smal |l inpacts for nost of the snmall entities. As
shown in Table 11¢, colums D through F, the
annual i zed cost of conpliance relative to tota
operating revenues would be between 0.2 percent and
7.2 percent; in nost cases, the inpact would be

l ess than 1.0 percent.

For seven of the air carriers the ratio of
annual i zed proposed rule costs to revenues would be
less than 1.0 percent, on average, for the three-
year period 1995 through 1997. For these air
carriers, there appears to be a prospect of
absorbing the cost of the proposed rule through
sonme conbi nation of fare increases and cost

ef ficiencies. Even though the ratio of costs to
revenues exceed 1.0 percent, on average, for the
seven other air carriers, there is a prospect that
two of these air carriers nmay have sufficient
working capital to incur initial cost increases.
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No clear conclusion can be drawmn with regard to the
abilities of some small entities to afford the cost of
conpliance that woul d be inposed by this NPRM  On one hand
the "Liquidity Analysis/Profitability Analysis" paints a

bl eak picture of the ability of sone of the small entities
impacted by this NPRMto pay near term expenses inposed by
this rule, whereas the "Relative Cost Inpact Analysis"

i ndicates that nore of those same small entities may be

able, over time, to find ways to offset the increnmental cost
of conpliance. As the result of information ascertained
from both of these analyses, there is uncertainty as to

whet her all of the small entities would be able to afford
the additional cost of doing business due to conpliance with
this NPRM  Because of this uncertainty, the FAA solicits
comrents fromthe aviation community (especially from snall
air carriers with less than 1,500 enpl oyees) as to what
extent small operators subject to this NPRM would be able to
afford the cost of conpliance. The FAA requests that al
conment s be acconpanied with clear supporting data.

Di sproportionality analysis

The FAA does not believe any of the 12 small entities would be

di sadvantaged relative to large air carriers due solely to

di sproportionate cost inpacts. Al of the air carriers operating
airplanes with 61 or nore seats have to conply with the proposed
rule for CAPS,

Many small air carriers are expected to incur |ower costs
relative to the size of their operations because these snal
airlines have reservation system sharing arrangenents with sone
of the large air carriers. These small airlines would probably
be able to enploy the CAPS systens of their reservation system
sharing partners and thereby avoid system devel opment and

mai nt enance costs.*® Thus, because of reservation system sharing

*? For instance, on average, initial year CAPS system devel opment, testing, and
i mpl ementation costs are expected to exceed $1,000,000 for the majors while are expected
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arrangenments with larger air carriers, at |east five of these 12
snmall entities may incur costs |lower than they otherw se woul d.

As discussed in the operating cost of conpliance section of this
RIA for passenger baggage matching, nmjor jet air carriers are
expected to incur an estimated cost of $30 per departure because
of this proposed rule, while national and regional jet air
carriers are estimated incur a cost of $21 per departure. Some
of the smallest air carriers that fall within the national and
regi onal turboprop category would incur an estimted cost as |ow
as $6.00 per departure. |In general, small entities are nore
likely to operate small aircraft than large aircraft. Hence, on
a per operation basis, |ower operating costs are anticipated for
carriers which operate these smaller aircraft.

Conpetitiveness anal ysis

Thi s proposed rule would inpose significant costs on sone small
carriers, and as a consequence, it nmay have sone inpact on the
relative conpetitive position of these carriers in narkets served
by them

Since 1993, the rapid expansion of low fare service by a growi ng
number of carriers in the United States has stinmulated airline
conpetition. Low fare carriers offer service at the same or
nearby airports in conpetition with conventional najor carriers.
Low fare carriers' success relies on them having such | ow costs
that they can offer prices that major carriers cannot match for
large proportions of their flights. The low fare segment of the
airline industry is still evolving, and the growth is causing
changes within the US. air transportation system |In a 1996
study, "The Low Cost Airline Service Revolution", the US.
Departnent of Transportation identified several |ow cost
carriers.*® Three of the small entities inpacted by this proposed
rule -- Frontier, Spirit, and Vanguard -- were anong those

to be less than $100,000 for these small entities.

4 The study did not provide a definitive list of all low fare carriers.
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identified in the 1996 DOT report. In addition, two other snall
carriers, Kiwi and Mdway Airlines, which would be inpacted by
this proposed rule, nay also be considered |ow price carriers.

Al t hough these five carriers conpete extensively with nmajor
carriers, their lowfare strategies tend to establish price
floors wherever they conpete. Therefore, it would not seem
reasonabl e to conclude that conpetitive pressures from ot her
airlines would likely prevent these carriers from making very
small increases in price if needed to offset the estimted costs
of the proposed rule. The cost of the proposed rule is expected
to be |l ess than one percent of recent annual revenues for four of
these five carriers and just over one percent of recent annua
revenues for the other (see Table 11C).

At least two of the inpacted snmall entities are regional carriers
code-share with magjor airlines -- UFS Inc. with United and Al aska
Airlines with US Airways and Northwest. Code-sharing is a device
whereby in sone nmarkets regional carriers feed traffic to najors
(and vice versa) rather than conpete with majors for traffic.
Thus, for the code-sharing small regional carriers inpacted by
this proposed rule, conpetition may be limted to conpetition
with other regional airlines rather than with najor airlines. In
a simlar vein, Air Wsconsin, one of the entities classified as
a national (annual revenues between $100 mllion and $1 billion)
is affiliated with United Airlines. For Air Wsconsin,

annual i zed cost of the proposed rule may be | ess than one third
of one percent of annual revenues (Table 11C). If this is the
case, it seenms unlikely that the cost inpact of the proposed rule
woul d reduce the conpetitiveness of that air carrier.

At | east one of the remaining snall entities -- Reeve Al eutian --
do not appear to conpete with majors. Reeve is generally the

“ Executive Airlines is now a wholly owned subsidiary of American Airlines.
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wekk Total O

perating Revenues *****

Pei:entage of Compliance Costs of
Total Revenues By Air Carrier and Year

****** Net Income

AEERKN

Domestic Domestic Domestic Percentage Percentage Percentage Domestic Domestic Domestic 1 O-Year
Operations: Operations: Operations: of costs of of costs of of costs of Operations| Operations: |Operations.| Annualized
Total Oper.| Total Oper. | Total Oper. [Tot. Revenues |Tot. Revenues |Tot. Revenues | Net income| Net Income | Net Income cost of
Revenues Revenues Revenues (Cot. J/Col. A) (Col. J/Col. B) (Cot. J/Col. C) (Loss) (Loss) (Loss) Compliance
Air Carrier (Domestic Operations) 1995, $000 | 1996, $000 | 1997, $000 1995 1996 1997 1995, $00(Q 1996, $000[1997, $000 | 1998, $000
Column A Column B Column C Column D Column E Column F Column G Column H Column | Column J
No.[INATIONALS:
1JAIR WISCONSIN AIRLINES CORP - UNITED]| $116,932 $132,442 $140,982 0.2% 0.2% 0.2% $3.124 $3.790 $3,675 $266
2[MIDWAY AIRLINES CORP $43,334 $179,014 $186,276 1.3% 0.3% 0.3% ($116) ($4,496)1 $23,495 $581
3| KIWI INTERNATIONAL $170,563 $144,360 $71,845 0.8% 0.9% 1.9% ($771) $1,261 ($20,600) $1,335
LARGE REGIONALS: : SN R P :
4/AIR TRAN AIRLINES $367,757 $219.636 | $198.078 1.0% 1.6% 1.8% $67,683 ($41,483)] ($86.833)[ $3.510
5[ MESABA AIRLINES N/A N/A $1471385 N/A N/A 2.3% N/A N/A $11.0381 $3.409
6| FRONTIER AIRLINES $55,655 $109,511 $138,323 1.5% 0.8% 0.6% ($8,208) ($37) ($15,468) $859
7| REEVE ALEUTIAN AIRWAYS INC $24,246 $27,259 $29,636 0.5% 0.5% 0.4% {($1,698) ($1,930) ($2,376) $131
8[SPIRIT AIRLINES INC $53,612 $62,961 $80,961 1.3% 1.1% 0.9% $2.684 ($4.818) (3609) $700
9|UFS INC [UNITED EXPRESS] $53,220 $54,557 $56,160 0.4% 0.4% 0.4% $1,840 $1,593 $514 $207
MEDIUM REGIONA LS: ’ e N i moE :
10|PROAIR AIRLINES N/A N/A NA N/A N/A N/A N/A N/A N/A $193
11|EASTWIND AIRLINES $2,821 $13,023 $17,870 7.3% 1.6% 1.2% ($2,711) ($5,051) ($6,557) $206
12| VANGUARD AIRLINES $36,188 $68,589 $8 1,384 2.0% 1.1% 0.9% ($11,362) ($24,057)| ($21,690) $735

N/A - Not Available because the subject air carrier was not certificated to operate as a large passenger air carrier for this year.
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sol e provider of scheduled service to the small Al askan towns
that constitute the mgjority of nodes on its routes.

There is an aspect other than increased cost per se associated
with the proposed rule that nay effect conpetition. The cost of
conpliance for carriers may be less for carriers if they link to
an exi sting conmputer reservation system(crs) which has been
nodi fied for CAPS rather than building a new stand-al one CAPS
system  Thus, the proposed rule may tend to increase the
reliance of national and regional carriers on CRS systens
controlled by major airlines. This, inturn, may tend to
increase the conpetitive advantage of majors because they
determne the terms and cost of CRS use.

Wil e the preceding discussion points out potential inpacts of
the proposed rule on the conpetitiveness of small entities, there
is uncertainty associated with what the actual inpact that this
proposed rule would have on the |evel of conpetition within the
U S airline industry and small airlines in particular. The FAA
solicits comments on this issue. Specifically, comenters are
asked to provide information on the inpact this proposed rule
woul d have on the continued ability of snmall airlines to conpete
in their current markets. Comments are especially sought from
Form 41 operators inpacted by this proposed rule with 1,500 or
fewer enployees. The FAA requests that supporting data on

mar kets and cost be provided with thecomrents.

Busi ness cl osure anal ysi s

The FAA is unable to determine with certainty the extent to which
those snmall entities that would be significantly inpacted by the
proposed rule for CAPS would have to close their operations.
However, the profitability information shown in Table 11A and the
affordability analysis can be indicators in business closures.

In determning whether or not any of the 12 small entities woul d
cl ose business as the result of conpliance with this proposed
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rule, one question must be answered: "Wuld the cost of
conpliance be so great as to inpair an entity's ability to remain
in business?" A nunber of these small entities are already in
serious financial difficulty, and one small entity has already
filed for bankruptcy under chapter 11. To what extent the
proposed rule makes the difference in whether these entities
remain in business is difficult to answer. Since there is
uncertainty associated with whether some of the snmall entities
woul d go out of business as the result of the conpliance cost of
this proposed rule, the FAA solicits coments fromthe aviation
coomunity as to the likelihood of this occurrence. As noted
previously in the "Affordability Analysis" section, the FAA
requests that all comments be acconpanied with clear supporting
dat a.

Alternati ves Consi dered

The follow ng alternatives considered by the FAA have a range of
conpl i ance costs between $10 mllion and $122 mllion over a 10-

year period. A discussion of these alternatives to the proposed
rule follows:

Alternative One - Status Quo

Under this alternative, the practice of maintaining the
current policy for security of checked baggage on donestic
flights would continue. Currently, the FAA nandates
manual passenger profiling or passenger baggage matching
only in situations where the FAA has determned that a

hei ghtened threat exists. Continuing with this policy
woul d be the least costly course of action, but also would
be | ess safe than the proposed rule. The FAA believes
that the threat to civil aviation within the United States
has increased and further rulemaking is necessary. Thus,
this alternative is not considered to be acceptable
because it permts continuation of an unacceptable |eve

of risk to U S. airline passengers.
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Conclusion: Under this alternative, there is a

l'i kel i hood of one or nore terrorist acts resulting in
Cass | Explosions involving |arge comercial airplanes
that operate within the United States (discussed
previously in the benefits section to this R A).

Alternative Two - Current proposal only applies to snall
entities when a specific threat exists.

Under this alternative, all small entities subject to part
108 woul d be required to inplenment requirenents identical to
those of the proposed rule. However, such requirenents
woul d only take place when the FAA's Assistant Adm nistrator
for Gvil Aviation Security (AcCs) notifies the certificate
holder in witing that a security threat exists with respect
to a particular operation. Small operators with 61 or nore
passenger seat airplanes and 1,500 or fewer enployees would
only be required to have a "standby security provision" to
i npl enent CAPS and passenger baggage matching for sel ectees.

This alternative may reduce the potential cost inpact to the
smal |l entities. For exanple, small airlines night incur the
initial inplementation cost estimated for the proposed rule
but avoid annual operating costs. The potential cost of
conpliance associated with this alternative is estimated to
be $10 million ($9 mllion, discounted) over 10 years for

all 12 small entities potentially inpacted by this proposed
rule. This cost estinmate assumes that potentially inpacted
small entities would only incur startup costs in order to be
prepared in the event the Assistant Adm nistrator for ACS
directs that they inplenment and operate a CAPS program
identical to that of the proposed rule. Further, this

anal ysis assumes that air carriers could respond i mediately
to a CAPS program request, using existing personnel in the
short run.

The proposed rule is based upon the prem se that a terrorist
or crimnal is not likely to ignore a larger aircraft
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(determned by FAA to be those with seating configurations

of 61 or greater seats) merely because it is operated by a

smal| entity. Accordingly, this alternative is not

consi dered acceptable because it is unlikely to counter the
existing terrorist threat.

Conclusion: This alternative would inpose the small est
increnental cost of conpliance on small entities subject to
part 108, and it would not inpose a significant economc

I npact on a substantial nunmber of such snall entities, as
shown in Table 12. This alternative woul d provide mninm

i nprovenent in protection against terrorism because it would
be inplemented only after an airlines was known to be a
target. This alternative is rejected on the basis that it
woul d permt an unacceptable |evel of risk to continue and
woul d jeopardi ze FAA's intent to address current security
concerns related to U S. civil aviation.

Alternative Three - Small entities do nothing when receiving
passengers froma large entity air carrier that has applied
the proposed rule.

The proposed rule could be revised to require small entities
subject to the proposed rule to apply its provisions only to
originating passengers. Under this alternative, when a
passenger transfers froma large entity to a small entity
(where the flight is to the passengers' final destination),
that small entity would not be required to perform

addi tional security neasures required by this proposed rule.
The small entity would be required to inplenent the proposed
rule, however, in the reverse situation where passengers
originated on a small air carrier and then transferred to a
larger air carrier. From a security perspective this
alternative is unacceptable to the FAA because it renoves
the highly desirable redundant aspect of subjecting
passengers to a security assessment on every leg of their

j our ney.
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The potential cost of conpliance associated with this
alternative is estimated to be $61 mllion ($43 nillion,

di scounted) over 10 years, for all 12 snmall entities
potentially inpacted by this proposed rule. This cost
estimate was derived on the premse that the proposed rule
woul d only apply to those flights that are originated by the
smal | entities. Since half of the passengers carried by
snmal | entities are received fromlarger air carriers, the
potential cost of the CAPS proposed rule woul d be
proportionate to nunber of passengers originating fromthe
smal| carriers. This analysis assunmes that about 50 percent
of passengers carried by such small entities represent
originating passengers. Thus, the cost of this alternative
woul d be half of that cost inposed by the proposed rule.

Conclusion: Wile the potential safety level of this
alternative is higher than that of alternative two, it is
significantly lower than that of the proposed rule.

It would al so not inpose a significant econom c inpact on a
substantial nunber of such small entities. However, this
alternative woul d achieve only 50 percent of the potentia
safety of the proposed rule. Therefore, this alternative is
rejected on the basis that it would generate an unacceptably
high level of risk by jeopardizing FAA's intent to address
current safety concerns related to U.S. civil aviation
security.

Alternative four - Snall entities apply proposed rule on

smal [ er scale.

The proposed rule could be revised to allow snall entities to apply
CAPS, but for a smaller nunmber of selectees. Under this
alternative, the rate for selectees would be one percent (as
opposed to five percent for the proposed rule). The cost

savings to snall entities would depend on the magnitude of

the reduction in the nunber of selectees (about 80 percent).

However, in the absence of prudent security reasons for
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reduci ng the nunber of selectees, this alternative would be
extrenely difficult to defend. Under this alternative, 80
percent of the baggage of passengers identified as those
presenting a higher risk under the proposed rule would be
allowed to go through the system without undergoing

addi tional security measures. Thus, under this alternative,
consi derable risk could still remain that would be mtigated
by the proposed rule.

The potential cost of conpliance associated with this
alternative is estinmated to be $99 mllion ($71 mllion,

di scounted) over 10 years for all 12 small entities
potentially inpacted by this proposed rule. This cost
estimate is based on the premse that small entities would
primarily experience a reduction in delay costs of about 80
percent of that to be incurred under the proposed rule.

Wth 80 percent fewer passengers as potential selectees,
problens with reconciliation of baggage would be
significantly reduced. This inpact is assuned to be linear,
for lack of nore accurate information. According to
techni cal personnel with SABRE, small changes in the
selectee rate (between 1% and 20%, for exanple) would have
mainly a linear affect on delay costs. That is, a 10%
selectee rate would have twi ce the delay costs than a 5%
selectee rate, etc. There may al so be reductions in startup
and operating costs, though to what extent is unknown.

Conclusion: This alternative would inpose a | ower cost of
conpliance on part 108 small entities than the proposed

rul e. [t would not inmpose a significant econom c inpact on
a substantial nunber of small entities, as shown in Table
12, However, this alternative (when conpared to the
proposed rule) would provide a | ess secure aviation flight
environnent to small operators and passengers. Therefore,
this alternative is rejected on the basis that it woul d not
sufficiently reduce the risk of explosions due to terrorism
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This alternative would only generate potential security
benefits of about 20 percent (1/5 = 20% of that of the
proposed rul e.

Alternative Five - The CAPS NPRM ( Preferred)

This alternative represents the proposed rule for CAPS.
Under this alternative, small entities (in addition to any
ot her operators subject to part 108 utilizing 61 or nore
seat airplanes) would be required to either inplenent CAPS
estimated to identify 5 percent of all boarding passengers
for passenger baggage matching, or inplenment 100 percent
passenger baggage matching, or use EDS (where available).
The cost of conpliance expected to be incurred by the 12
small entities subject to the requirenents of the proposed
rule is estimated to be $122 mllion ($85 mllion,

di scounted) over the next 10 years. This alternative is the
nost preferred of all of the aforenmentioned alternatives
because it would inpose costs and generate benefits in a
manner that would create the best bal ance between the cost
of doing business for all applicable operators subject to
part 108 and enhanced aviation safety (in the formof risk
reduction) for the traveling public (including operators).

A summary of the RFA analysis for all of the alternatives
reviewed is shown in Table 12, for each of the 12 potentially
i mpacted small entities.

VI, | NTERNATI ONAL TRADE | MPACT STATEMENT

This proposed rule would not present a significant inpedinent to
either US. firms doing business aboard, or foreign firms doing
business in the United States. The proposed rule would only
apply to and inpact those part 108 scheduled air carriers (wth
nore than 60 passenger seats) that conduct operations in the
United States. Foreign air carriers do not conpete with U. S
donestic air carriers in providing air transportation within the
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United States. Air carriers that conduct operations outside of
the United States are subject to a 100 percent passenger baggage
mat ching, which is a nmore stringent requirement than contained in
this proposal

VIII. TN TIAL UNFUNDED MANDATES ASSESSMENT AND ANALYSI S

A Applicability of the Unfunded Mandates Act

Title Il of the Unfunded Mandates Reform Act of 1995 (the Act),
enacted as Pub. L. 104-4 on March 22, 1995, requires each Federa
agency, to the extent permtted by law, to prepare a witten
assessnent of the effects of any Federal nmandate in a proposed or
final agency rule that may result in the expenditure by State,
local, and tribal governnents, in the aggregate, or by the
private sector, of $100 mllion or nore (adjusted annually for
inflation) in any one year. Section 204(a) of the Act, 2 U.S.C
1534(a), requires the Federal agency to devel op an effective
process to pernit timely input by elected officers (or their
designees) of State, local, and tribal governnents on a proposed
"significant intergovernnental mandate. A "significant
intergovernmental mandate" under the Act is any provision in a
Federal agency regulation that would inpose an enforceable duty
upon State, local, and tribal governnents, in the aggregate, of
$100 nmillion (adjusted annually for inflation) in any one year.
Section 203 of the Act, 2 U S.C 1533, which supplenents section
204(a), provides that before establishing any regul atory

requi renents that might significantly or uniquely affect snal
governnents, the agency shall have devel oped a plan that, anong
other things, provides for notice to potentially affected snal
governnents, if any, and for a meaningful and tinely opportunity
to provide input in the devel opment of regulatory proposals or
rul es.

Since this proposed rule contains a private sector mandate with a
potential cost inpact of nore than $100 mllion annually, the
requirenents of Title Il of the Unfunded Mandates Reform Act of
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1995 do apply. For this reason, an assessnent of the Unfunded
Mandat es Act on the inpacted private sector is discussed bel ow

B. Unfunded Mandates Act |npact Assessnent

To assess the potential inpact of the Unfunded Mandates Reform
Act (Act) of 1995 on this proposed rule, the Act identifies six
conmponents that nust be addressed in the assessnent of this
proposed rule. Each of those conponents is discussed bel ow.

1. Provision of Federal Law Under Which the Proposed Rule is
Bei ng Pronul gat ed

The |l egal basis for the proposed rule is found in 49 U S. C
44901 et seq. Anong other matters the FAA nust consider as
a matter of policy are naintaining and enhancing safety and
security in air conmerce as its highest priorities (49 US.C
40101(d)).

2. Assessnent of the Anticipated Costs and Benefits of the
Federal Mandate

a. Estimate of Costs

The proposed rule woul d i npose an estinated cost of $2.8
billion ($2.0 billion, discounted) over 10 years. This cost
estimate is conposed of three components: 1) Passenger
Baggage Matching costs ($2.2 billion; $1.6 billion,

di scounted), 2) Passenger Baggage Matching flight delay
costs ($473 million; $327 mllion, discounted), and

3) CAPS program costs ($70 nillion; $51 mllion,

di scount ed) . During the first year of the proposed rule
(1998), which is also the nost costly, part 108 air carriers
are expected to incur costs of approximtely $456 mllion
($426 mllion, discounted). This estimate includes fixed
and recurring cost conponents.

b. Esti mate of Benefits

The primary benefit of the proposed rule wuld be
significantly increased protection to Amrericans and others
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traveling on U S. donmestic air carrier flights fromthe
increasing threat of acts of terrorism  Specifically, the
proposed rule is ained at preventing explosives from being
pl aced on board comrercial flights in checked baggage. In
order for security benefits to offset conpliance costs, a
terrorist act (such as a Cass | Explosion) resulting in 380
aviation fatalities (including other types of casualty

| osses such as aircraft replacenment, market |oss, etc.)
woul d have to be avoided over the 10 years.

c. Estimates of Future Costs of Conpliance of the Federa
Mandat e

For the 32 aircraft operators that would potentially be

i npacted by the proposed rule, the total annual costs in
each of the next 10 years woul d be greater than $100
mllion. The total cost of the proposed rule for the 10-
year period (in 1998 dollars) would.be approxinately $2.8
billion ($2.0 billion, discounted) and the annualized
present value of the costs of conpliance would be
approximately $284 mllion per year. A nore detajled

di scussion of costs is shown in the analysis of costs
section of this regulatory inpact analysis.

d. Estimates of D sproportionate Budgetary Effects of the
Federal Mandate

The 32 aircraft operators that woul d be inpacted by the
proposed rule are w dely dispersed across the United States,
as evident by their respective hub locations. For exanple,
Delta Airlines has its main hub in Atlanta, GA, United
Airlines has its main hub in Chicago, IL; Amrerican and
Sout hwest Airlines main have their main hubs in Dallas, TX
Smaller air carriers (namely, regionals) also have their
mai n hubs dispersed simlarly to the mgjors and national s
since they primarily carry their passengers into small hub
airports. It is for these reasons that the proposed rule
woul d not inpose any disproportionate budgetary effects on
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any particular region of the country. The proposed rule
woul d, however, inpose costs on a particular segment of the
private sector as noted previously in the estimate of costs
section of this Unfunded Mandate Act Anal ysis.

e. Estimates of the Effect of the Federal Mandate on the
Nat i onal Economy

As the result of the proposed rule, the inpacted part 108
aircraft are expected to increase staffing and training of
airport termnal personnel. There is insufficient
information to be able to estimate the nmultiplier effect the
additional jobs spurred by this proposed rule would have on
the local econony in the formof a | ower unenploynent rate,
added tax revenues, and increased sales for consumer goods
on local communities and the national econony. The FAA is
reasonably certain that the creation of additional jobs by
the proposed rule would have a positive inpact.

f. Discussion of the Least Burdensonme Regulatory Alternative

The FAA has identified four alternatives to the proposed
rule in addition to maintaining the status quo: (1) require
mandat ory EDS (phased in) without CAPS, (2) require 100%
Passenger Baggage Matching during phase-in of EDS, (3)
require random Passenger Baggage Matching during EDS phase-
in, or (4) require Passenger Baggage Matching on only sone
CAPS sel ectees. Section V of the regulatory inpact analysis
describes the four alternatives to the proposed rule as well
as the costs to inplement them The FAA contends that using
CAPS to identify those passengers who possibly are a threat
to the security of a flight and requiring Passenger Baggage
Mat chi ng or screening by EDS, where EDS is available, is the
most practical and cost-beneficial alternative currently
avail able to increase the level of security on donestic
flights. A nore detailed discussion of alternatives is
shown in the analysis of alternatives section of the RIA
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C. Concl usi on

The FAA has determned that the cost of conpliance of the
proposed rule woul d be greater than $100 mllion in each of the
10 years, but the economc inpact on State, local and triba
governnents woul d not exceed the $100 mllion threshold. The
proposed rule would inpose a Federal mandate of greater than $100
mllion per year on the private sector. O all of the
alternatives examned in this assessnent of the Act and the
analysis of alternatives section of the RIA the proposed rule
provides the |argest net benefit.
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Appendi x A

DERI VATI ON OF EDS COSTS AND UNI'T
REQUI REMENTS FOR RI A ALTERNATI VES



Derivation of EDS Costs and Unit Requirenents

Based on information available, the FAA nakes the follow ng cost
assunptions for the acquisition of an EDS

« FEach unit would cost $1 mllion;

e Over the course of a day, each unit would require six
operators. Training for each operator is expected to be
$3,280, for a total of $19,700 per unit. Each unit would
operate, on average, for two shifts per day; *

e The life expectancy of each unit is 5 years;**

e Arport space rental (including any structural nodifications
as well as providing space, utilities, and other necessary
Site services) is estimated at $20,200 per unit annually;

e Annual numintenance and repair costs would be $96, 000 per
unit;

e Fully loaded salary (i.e., including fringe benefits) are
expected to be $15, 150 per operator;

e (perator turnover is expected to be 25% per year.
Repl acenent operators would need to be trained, so
repl acenent training costs would be $4,925 per year.

The FAA estimated the nunber of EDS units required by |ooking at
the nunber of originating domestic passengers per U S. airport.
To obtain the daily average nunmber of outbound passengers, the

*> The FAA assunes that the systemwide requirements for all airports would average two
shifts per day. For those airports that operate 24 hours, three shifts of personnel would
be required. However, this average needs to be conmbined with the requirements for the
larger bulk of smaller airports that do not operate around the clock, do not have large
luggage handling requirements, and do not have a constant flow of traffic. At these
airports, the demands for the EDS operators would not be constant; there would be slack
tinme that can, and probably would, be used for other tasks. Accordingly, the demands for
operators at such airports would be less than or equal to two shifts.

Thus, taking into account all of these factors, the FAA determines that the daily system-
wi de requirements would average two shifts. Each shift would require two operators; as
six would be trained per unit, this allows for one back-up per shift.

“ This life expectancy is due to obsol escence, driven primarily by conputer advances.
This 5 year life span estinate is based on nedical CT experience. Know edge available to
the FAA indicates that these machines probably would function for longer than 5 years, and
it is possible that as new technology cones on line and as newer nmachines are installed in
the larger, busier airports, these older EDS' would be noved to smaller or |ess busy
airports. Hence, calculating costs based on replacing nmachines after 5 years would be a
wor st case scenario. If costs were calculated assuming that all machines would last for
at least 10 years and the ol der machines were noved to snaller, less busy airports, total
EDS costs would decrease by about 19%
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annual nunber of outbound passengers for each airport was divided
by 365 days.

This resultant daily average was then adjusted to reflect a peak
hour percentage. This adjustnent reflects the fact that aircraft
departures are not uniformduring the day; there are certain
tinmes of the day that there are nore departures than others. The
reason for this peak hour adjustment is so that the use of these
systems would not result in additional flight delay. This
adjustnent is done by cal culating the nunber of systenms needed
for the maxi num passenger requirenments that would occur at the
peak volume hour. FAA data indicate that, on average, peak hour
donmestic outbound traffic is 15% percent of total daily donestic
outbound traffic; in other words, 15%of those days’flights
happen during that time period. Hence, the total nunber of
flights per airport was multiplied by 15%to determ ne the nunber
of flights at each airport's peak tine.

Information furnished to the FAA by the Air Transport Association
of America (ATA) shows that domestic travelers carry an average
of 1.5 checked bags per trip. The nunber of passengers at the
peak hour, broken down at each airport for the nunbers of

donestic passengers, was then multiplied by the appropriate
average nunber of bags per passenger to yield the total nunber of
checked bags per peak hour.

The nunber of EDS required at each airport was cal cul ated
assum ng a throughput rate of 254 checked bags screened per hour
per system Thus, to calculate the nunber of systems required at
the peak hour at all affected airports, the total nunber of
checked bags, at each airport, was divided by 254 bags per hour,
with the resultant figure being rounded up.*” **

*7 For exanple, if a location has a peak requirement of 318 checked bags per hour, the

cal cul ated nunber of required systenms of 1.25 (318 divided by 254) would be rounded up to
two as two systens would be needed to examine all baggage in the peak hour period.

“® For those airports where the total peak baggage demand was |ess than 40 bags per hour,
the FAA assuned that that airport would not purchase an EDS, but would use an alternative
means, such as physical search or PPBM to screen bags. Since the total number of
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Finally, the nunber of EDS was nodified by calculating the
increase in donestic departures as forecast by the FAA to arrive
at the total nunber of required units for the ten-year period.
Based on these forecasts, the FAA estimates 800 units would be
needed, and would be acquired, in equal nunbers, over a ten-year

period.*’

originating passengers at these airports is less than 1%, the additional cost of these
al ternative neans were not costed out.
“ The Aviation Security Inprovement Act of 1990 provides that the FAA may not require
depl oyment of expl osives detection equipnent unless the FAA certifies that such equipment
woul d detect explosive devices of the type likely to cause catastrophic damage to air
carrier aircraft. Since this has not yet occurred, the technology does not yet exist to
mass produce FAA certified EDS units. Accordingly, the FAA can not assume that all these
units would be available immediately, and is instead assuming a ten year procurenent
scenari o.
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